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LEGISLATIVE ASSEMBLY OF ONTARIO 


SELECT COMMITTEE ON ENERGY 


Friday, April ll, 1986 


The committee met at 9:38 a.m. in committee room 2. 


ELECTRICITY DEMAND AND SUPPLY 
(continued) 


Mr. Chairman: Come to order, please. Good morning. We will be glad 
to hear from the official spokesman for the first panel. 


ROBERT GILLESPIE, JOHN LIND, T. B. LOUNSBURY, GLENN STEEL, DAVID ARMOUR 


Mr. Gillespie: My name is Robert Gillespie. I am chairman of the 
Joint Industry Task Force, which I will explain to you in a moment. I am also 
a director of the Electronic and Electrical Manufacturers Association of 
Canada and executive vice-president of Canadian General Electric. The Joint 
Industry Task Force comprises five associations: the Electronic and Electrical 
Manufacturers Association of Canada or EEMAC, the Canadian Nuclear 
Association, the Canadian Electrical Contractors Association, the Consulting 
Engineers of Ontario and the Association of Major Power Consumers in Ontario. 


The people who are with me this morning on this panel are David Armour, 
who is sitting up there in the corner behind the projector, president of EEMAC 
and part-time projectionist. 


Mr. Ashe: A high-paying job, too. — 


Mr. Gillespie: At the table here, on-my left is Glenn Steel from the 
Consulting Engineers of Ontario. On my right is John Lind, chairman of AMPCO, 
the Association of Major Power Consumers in Ontario and vice-president of St. 
Marys Cement. On my far right is T. B. Lounsbury, executive director of of 
AMPCO. Not here this morning, but a member of the Joint Industry Task Force, 
is Norman Purdy of the Canadian Electrical Contractors Association. 


I would like to comment as we go into this that as the Joint Industry 
Task Force, we are something of a mixed bag. As do most people appearing in 
front of a committee of this type, we have particular interests and perhaps 
selfish interests. 


It might be worth noting that in this Joint Industry Task Force, which 
has been in existence for a number of years now, we not only have 
manufacturers of electrical equipment and manufacturers of nuclear equipment, 
but we also have the groups that install and use the equipment: the 
contractors, the consulting engineers who pull it all together and the major 
power users. AMPCO, as I understand it, represents a group of people who use 
20 per cent of the output of Ontario Hydro. 


In the sense that we are a group with particular interests, we represent 
a diversification of interests, from the point of view of supplying, 
installing and using the equipment and buying the power that the equipment 
provides. As a group, we represent companies that employ 250,000 people. We 
are talking for people and jobs representing one quarter of a million 
employees. We are here because we were fortunate enough to be invited back, 
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having previously submitted a paper to this committee in February 1986, which 
is in the record. In that paper, we indicated our concern about the overly 
conservative forecasting of the requirement for electrical power in Ontario. 


Mr. Sargent: Was it was a small c on the conservative? 


Mrs Gillespie: “Yes: 


We also submitted with our presentation this paper, which is a Joint 
Industry Task Force publication produced about 18 months ago. The essence of 
this publication is to encourage people in Ontario who are users of power to 
use electrical power wherever possible. We believe that electrical power is a 
clean and efficient source of energy .and a productive tool that, in converting 
to electrotechnology in many other industries, will provide a more productive 
and world-competitive industry. 


Given that our theme and endeavours in the past few years have been to 
encourage many of our primary and secondary manufacturers to move to 
electrical energy wherever possible, we are therefore in a situation where, 
having made that transition in many cases, we are concerned that the supply of 
electrical power over the next decade be one that is secure and 
cost-effective. In that regard, we thank you for allowing us to come back and 
make this presentation today. 


The basic concern we have is that the forecasting assumptions used by 
the Ministry of Energy and Ontario Hydro are overly conservative in terms of 
what we expect is likely to be the reality in Ontario. We will try to 
elaborate on that as we go through a short and fairly simple presentation to 
explain our concern. We have submitted a cos of these slides to the clerk so 
that they can be in the record. 


The first slide was extracted from a letter from Patrick Lavelle, Deputy 
Minister of Industry, Trade and Technology, to Tom Campbell, which was 
recently reviewed in this room and submitted as exhibit 34 in these hearings. 
We were encouraged to use extracts from the letter to open our presentation 
because it is so close to the position and mandate of the Joint Industry Task 
Force that rather than quote our own material, we thought it might be 
appropriate to quote material from the ministry that suggests that low-cost, 
competitive and predictable electrical power for industry should continue to 
be a priority. 


Energy-intensive and heavy industries provide an important part of the 
industrial backbone of the economy. It continues to be important to producers 
that they can plan future activity with the conviction that electric power 
policies and rates will complement their interests. Electrotechnologies--a 
word we have used very frequently in our task force--are providing benefits 
and productivity, energy management and system control, and are producing 
large dividends for Ontario. Electricity produced from indigenous resources is 
the prime energy of Ontario and is uniquely suited to the quickly changing, 
technology-based society we live in. 


I would now like to go on and conment on the load forecasts and the 
load-forecasting process, the relationship between electricity demand and 
economic growth and the concerns of our industries with respect to these 
topics. Hydro's recent forecasts have been low. The peak demand has grown at a 
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rate of 6./ per cent per annum in the past three years. The annual energy 
demand has grown at a rate of five per cent per annum in the past three years. 


9:50 a.m. 


Slide 2 shows load growth against Hydro's 1982 forecast. You will see 
that between 1982 and 1985, whereas Hydro projected a 3.8 per cent annual 
growth rate, the actual growth rate in peak power proved to be 6./ per cent. 
In the actual energy used, the Hydro forecasts were at 3.3 per cent. In fact, 
they grew at five percent. These are very significant differences when 
projected over time. 


Slide 3 indicates that in the past few months it has come to light that 
the errors are still continuing even on very short-term forecasts. Hydro's 
one-year forecast errors for both peak and energy have been much greater than 
in previous years through the months of November, December, January and 
February. These errors are up to five per cent on forecasts that were made 
within the past 12 months. We believe the forecasting errors relate in part to 
the models used by the ministry and Hydro. 


In the ministry's energy policy papers released in the early 1980s when 
it first started using its end-use model, it indicated that it did not 
consider the model suitable for electricity system planning purposes. The 
model was said to be useful for considering trends and the possible effects of 
policy decisions, but it appears to us that it now is being used for 
forecasting. Hydro appears to be relying heavily on its end-use forecast 
model, possibly to avoid obvious conflict with the Ministry of Energy. 


Slide 5 compares the Ministry of Energy's forecasts between 1984 and the 
year 2000 with Ontario Hydro's forecasts for the same period. The forecasts of 
gross provincial product growth are similar, but the range of electricity 
forecasts are higher for Hydro than for the ministry. The bottom line in each 
forecast indicates a ratio of electricity to gross provincial product. These 
growth rates, when compared, would indicate a 0.8 ratio in the case of the 
Ministry of Energy forecasts and a range of 0.6 to 1.1, averaging a 0.9 ratio, 
in the Hydro forecasts. Again, the differences, although small in degree, are 
very significant in terms of the effect over time of the power requirements 
needed. As we will show, the difference between those forecasts of electrical 
use to the gross national product and the traditional are very significant and 
of concern to us. 


Mr. Sargent: What does the difference between the Ministry of Energy 
and Hydro tell you? 


Mr. Gillespie: It tells us, and we will try to demonstrate it to you 
in the next few slides, that there is a long-standing relationship between the 
rate of electrical energy that has been used in this province and the growth 
of the gross national product. In the models being used now by Hydro and the 
ministry, we are concerned that they are projecting a very significant 
discontinuity in that relationship, which we do not accept. 


Slide 7 is from Hydro's presentation to you last week. There is a 
relatively strong and consistent relationship between electricity demand and 
the gross provincial product. From the straight line we have superimposed on 
the graph--perhaps, David, you can point out the straight line following that 
curve--we can calculate that the electricity growth rate has been 1.4 times 
the gross provincial product growth rate over the past three decades. Hydro's 
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dotted line, indicating its future projection, appears to be extrapolated from 
the experience of the last three years only. That is that little flat part 
right at the end of the long-term curve. You might recall, two slides ago, I 
pointed out that both the ministry and Hydro were projecting a relationship of 
0.8. The relationship we are projecting is 1.4, which has been the traditional 
one. Wé believe it will be a very bad mistake if the projection shown on that 
forecast is used for the planning of Ontario's future power requirements. 


The basis of the flat forecast by Hydro is that over the last three 
years the demand for electricity has grown at five per cent whereas the gross 
provincial product has grown at six per cent, giving that ratio of 0.83. 
However, on slide 9 we have listed various factors, with which I think we are 
all very familiar, which caused the last three years to be subject to great 
temporary distortion. The economy has been recovering from stagnation and a 
1982 recession which was the deepest for most manufacturing people that 
Canadians alive today have experienced. ; 


The underutilized industrial and manufacturing capacity available at 
that time meant there was no need for new plant construction. The high 
inventory of resource materials and consumer goods at the start of this period 
was worked off over the period and required much less manufacturing activity. 
Therefore, industry was not gearing up for a continuation of the very high 
economic growth rates we had enjoyed previously. 


To underscore our concern that a projection for the future not be based 
on the last three years of economic activity during a recession, as distinct 
from using much better historical planning information over the last 30 years, 
we would reflect personal experience in our industries. One statistic that 
continues to stay in my mind as an experience of my own company is that, on a 
‘constant-dollar basis, as we measure the index of industrial construction, its 
real value in 1985 got back to only the 1982 levels. We went through a period 
of three years in a deep recession with absolutely no growth. During that 
time, we submit there was a reduction in the requirement for electrical power 
generation. We also submit it would be foolhardy for us to base forecasting 
for the next decades on that three-year anomaly. 


Going back, we believe the Ministry of Energy's factor of 0.8 and the 
Ontario Hydro factor of 0.9 are both too low, relative to what we believe is a 
much more realistic growth rate of 1.4 for electrical power usage compared to 
the growth of the gross provincial product. If we could go back to that slide 
where we show the last 30 years, 1 would like to make one other point. It has 
been suggested by some people that Hydro's forecast may be that conservative 
because of the effects of the disruption in oil pricing or the benefits which 
have been obtained from conservation. 


I would like to make the point that it was in 1973 that the oil pricing 
transition took place as a result of the Organization of Petroleum Exporting 
Countries. It is also since that time that very significant conservation has 
taken place. In spite of both these factors, the curve has continued to go 
along the 1.4 ratio growth rate line. If there is to be a discontinuity in 
that long-standing relationship as a result of OPEC and conservation, one 
might expect it would have taken place before now. 


10 a.m. 
In many of the forecasting rationales that project no growth in the 


future, part of the explanation is that the savings we can expect from 
conservation in the future will mean that we will not be required to increase 
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the energy source in Ontario. Representing many users in Ontario, we submit 
that our efforts towards conservation have been very productive and will 
continue. Companies such as my own and those represented by the people in our 
industry task force have taken many big bites, but now we find the energy 
committees in our plants and organizations have to work much harder to gain 
much less in the way of conservation. 


Slide 1l indicates that if the slope of electricity demand to gross 
provincial product increases at the same rate as in the past decade, the 
electricity growth rate needed to sustain a GPP growth rate of 2.8 per cent 
would be 4.1 per cent, not 2.5 per cent, which is the Ontario Hydro 
projection, or even worse, the Ministry of Energy's forecast of 2.2 per cent. 
To meet a GPP growth rate of 3.8 per cent, which based on projections I have 
seen for Ontario in the future does not seem to be out of sight, the 
electricity growth rate would be six per cent, not 4.3 per cent, or worse, the 
Ministry of Energy's three per cent. 


The change in relationship assumed by Hydro amounts to a 7,000-megawatt 
difference in electrical demand in the year 2000. This is much higher than the 
3,000 megawatts of conservation that Hydro told you last week is captured in 
its most probable forecast. The balance is unexplained. 


Therefore, we conclude that Hydro's forecasts are too low and too 
conservative, particularly if they are applied to peak load rather than annual 
energy. The assumption that Hydro has reached a turning point in the link 
between electricity growth and economic growth is highly speculative. We 
believe it is not based on thorough analysis. 


We have a couple of quotations here to which we want to refer. The first 
one is from Tom Campbell, who said recently: "It would be unthinkable for us 
to run short of power because that would, among other things, stall needed 
economic growth and job creation.... We must have the electrical power to meet 
rapid economic growth, however unexpected. It would be unpardonable to lose 
jobs because of shortage of power." 


We also have this quote from Hydro's manager of load forecasting: ''We 
estimate there is a 20 per cent chance that demand will grow by 4.4 per cent a 
year or more.’ Incidentally, as I have tried to point out, we believe the 
growth rates will be higher than 4.4 per cent. 


We calculate that if all Hydro's committed plant is completed, if all 
the mothballed plant and combustion turbine units are utilized and if all 
supply and demand options, both reasonably assured and less reasonably 
assured, are implemented, the maximum load growth that could be met from now 
to the year 2000 is 4.7 per cent. That is close to Hydro's upside forecast and 
would require Hydro rolling out everything in the armoury and bringing it on 
line. We believe it is still too low. 


Our conclusion is that Hydro may now have very little flexibility in 
choosing between options if it is planning to meet its own high-growth 
scenario. We are concerned that Hydro's high-growth scenario is too low. We 
have already seen curtailment of power to industrial customers and importation 
of power to meet Ontario's winter peaks. We believe there is a high 
probability that Hydro may already be too late to avoid the unpardonable. 
Planning to ensure continued reliability in the supply of electricity must 
move forward as expeditiously as possible. 


If possible, I* would like to put up that one slide again and simply 
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conclude to the committee that if there is one picture with which we would 
like to leave you, it is the reason we came here today representing 20 per 
cent of the customers of Hydro and 250,000 jobs: we do not believe the 
forecast shown by Hydro on the dotted line is a credible forecast. We do not 
believe the benefits of conservation and the effects of the changes in the 
utilization of oil will affect the growth rate of 1.4 per cent to the extent 
that is being projected by Hydro or by the ministry. If those changes had been 
that profound, we submit they would have happened a lot closer to 1973 than to 
1986. 


Thank you very much for listening. We would be pleased to try to answer 
any questions. 


Mr. Chairman: Thank you, Mr. Gillespie. Members of the conmittee, I 
have Mrs. Grier, Mr. Haggerty, Mr. McGuigan, Mr. Brandt, Mr. Ashe and Mr. 
Charlton. We will start with Mrs. Grier. 


Mrs. Grier: Thank you. We have not had anyone before us who has been 
very complimentary about the credibility of Hydro's forecasts for one reason 
or another, which leads me to feel there may be a number of reasons for that. 
I would be interested in your comments as to which reason you think is most 
likely. Nobody thinks Hydro's forecasts have been good. We could say perhaps 
that means Hydro is not a very good forecaster, that forecasting in this field 
is particularly difficult, or that people do not like Hydro's forecasts unless 
they happen to match their own biases and points of view. Which conclusion 
should I come to? 


10:10 a.m. 


Mr. Gillespie: I can express only a personal opinion in that regard, 
which is that the social forces at work, which cannot help but influence Hydro 
and the Ministry of Energy, are such that all of us as citizens would like to 
believe there is no unnecessary expenditure of capital dollars that will not 
realize a benefit to us in the future. In the present economic and political 
situation, with the cost of money and the extent of the debt Hydro has, there 
is a natural inclination to lean on the low side. Beyond that, I believe the 
feeling that conservation is going to play a significant part in the reduction 
of the use of electricity is an expectation which is unrealistic on the part 
of the people in Hydro. 


Mrs. Grier: Have you done any analysis of your own members, who 
represent such a significant part of Hydro's market, of their expectations of 
what their rate of growth in electricity usage will be in future years? 


Mr. Gillespie: 1 think I should pass that question to the 
Association of Major Power Consumers in Ontario, who are the users. 


Mr. Lind: I am chairman of AMPCO. We have done studies similar to 
those done by EEMAC and the Joint Industry Task Force, and we have come up 
with numbers that are much greater than Hydro's forecast. We are looking at 
Louriiper. cenes / 


Mrs. Grier: Is that based on actual estimates of anticipated 
increased use, or is it the same kind of forecasting, talking about gross 
national product, etc? 


Mr. Lind: It takes in the whole consortium of numbers that you can 
find to try to forecast. As you know, forécasting is a little nebulous anyway. 


N-7 


In questioning our members about where they feel the growth pattern is going 
to be with their own organizations, companies and associations, the numbers 
are coming out fairly close, and they are much greater than the Hydro forecast. 


I also make another comment. Two of our large member companies are a 
little uneasy with the forecasting of Ontario Hydro and the growth it is 
looking for. We depend on reliable power to operate our companies and plants. 
We have a couple of companies that are looking elsewhere, primarily because of 
the reliability of electrical energy. They are looking in other provinces for 
expansion purposes. 


Mrs. Grier: Mr. Gillespie commented that he felt Hydro had put too 
much stress on the end-use model in its forecasting. In its submissions to us, 
Hydro explained that, while it took it into account, it did not lean too 
heavily on it and agreed it did not have sufficient data to do a complete 
end-use-model forecast. I would be interested to know whether your comments 
were related to the inadequacy of the end-use forecasting Hydro has agreed it 
is in a position to do at this point because it does not have complete data, 
or directed to end-use models per se. There are some jurisdictions in which 
much more sophisticated end-use-model forecasting is being done. 


Mr. Gillespie: I am not personally close enough to the modelling 
science to comment. I would ask if any of my colleagues on the panel are. 


Mr. Lind: We are not very close to statistics modelling either, but 
we contact our members, as I have stated, and get their forecasts of their own 
operations, so that could be extrapolated into a provincial picture. 


Mrs. Grier: You have not done any comparisons of the accuracy of 
forecasting in .jurisdictions that have a greater reliance on end-use 
forecasting as opposed to the accuracy in Ontario. You have not gone into that 
kind of examination of the methods used to forecast. 


Mr._Lind: No. 


Mr. Haggerty: I recall a few years ago, about 1975 or 1976, when 
members of AMPCO apeared before the committee and they were deeply concerned 
about the projected increase of about seven per cent in Hydro's growth. They 
thought that was rather high. 


I look at the comments this morning and the suggestion that it should be 
looking at somewhere around six per cent and an additional 7,000 megawatts. 
Yet Ontario Hydro, in one its documents presented to the committee just 
recently, was talking about better ways to promote loads that will better 
utilize surplus energy. That is anticipated over the next decade and it will 
give the committee some concern in this area of forecasting. 


Perhaps the panel had some information that the committee members did 
not have when it projected the gross provincial product growth to be about six 
per cent. That is rather high with regard to forecasting, is it not? Do you 
have some hidden information back there indicating that some large industries 
will locate in Ontario? One of your panel members mentioned that because of 
the scarcity there may be in hydroelectricity in Ontario, there has been 
movement to other provinces. Is is because of cheaper power, for example, in 
Manitoba and Quebec? 


Mr. Gillespie: I may have confused you in the presentation. It was 
not the intention to suggest that the GPP would grow at six per cent. We used 
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two models. One was a growth rate of 2.8 per cent, which, based on the 
traditional ratio of electrical power growth, suggested a 4.1 per cent rate in 
electrical power growth. The second model we used on the GPP was a 3.8 per 
cent growth. That is the highest one we used. That model suggests that the 
growth rate of electrical power will be six per cent. If the GPP grows at 3.8 
per cent, the electrical power on a traditional basis will grow at six per 
cent. 


In other words, if you take that curve you have in your hand and, 
instead of it flattening out forever, it continues to wind up that straight 
line we have drawn in the traditional rate, the growth rate in electrical 
power we will require will more likely be six per cent. 


Mr. Haggerty: However, that curve is coming down in about 1985. I 
see it has dropped lower than that. There may be an indication that this 
curved line will go down further. We are geared to the present excellent 
climate of the automobile industry. No doubt that has pushed up the curve. The 
question is how many times they can sell a car to the consumer. There are 
indications on the American side that automobile sales are down considerably. 
I suppose it will follow here four or five months later on. We will probably 
get the impact some time in September, if we are looking at estimates of the 
economy and forecasting. 


Mr. Gillespie: If you look at this curve, you will see it is a bit 
similar to the stock market. It has not been winding up there since 1945 
without some cyclicity, whereas you correctly point out that on the basis of 
the present position, it appears to be on a flat or slightly downward 
projection. 


Our contention is that we do not accept that there is likely to be a 
long-term downturn in Ontario's gross provincial product growth. Our 
contention is that the electrical use relationship will continue. That is a 
matter for personal conjecture as to whether you think Ontario has peaked and 
is starting to decline in terms of its economic activity. 


10:20 a.m. 


Mr. Haggerty: No. That line indicates pretty well what the committee 
found in 1979 or in 1980 in dealing with energy issues. The committee 
suggested that there would be no more peaks and valleys in our economic 
growth--you might say in Hydro growth too. The indication at that time was 
that it would be a period of levelling off. Going back to the previous graphs, 
the indication is that you can see it start dipping down and levelling off in 
1985. In other words, you will not find those peaks and valleys any more; it 
will be stabilizing by the year 2000. Hydro has indicated that, and it is 
possible that, with its surplus, there is no need for any future generating 
capacity beyond the Darlington plant. 


Mr. Gillespie: As users, our concern is that the surplus is 
overstated. AMPCO might like to comment with respect to experience last winter. 


Mr. Lind: There were a few interruptions last winter for the 
industrial customers because of lack of energy. 


Mr. Haggerty: Do you mean specific locations? What are we talking 
about? Was it due to transmission lines or what? 


Mr. Lind: The Niagara Peninsula. 
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Mr. Haggerty: We have locked-in energy at Bruce. 


Mr. Lind: Yes, we have that problem. The Niagara Peninsula was out; 
the east of Toronto and also western Toronto were interrupted. 


I might make one comment. You were talking about the auto industry being 
on a downward turn at present. 


Mr. Haggerty: On the American side now, there is a trend towards 
slowing down. 


Mr. Lind: It is the smallest user of electrical energy in the 
industrial group. Its growth is climbing because of robotics versus what it 
was three or four years ago, but it is the smallest user of electrical energy 
per unit of product. 


Mr. Haggerty: Which is the biggest user? 


Mr. Lind: The mines and the pulp and paper industry. Pulp and paper 
may now be going to a thermomechanical or electromechanical process of 
manufacturing pulp that is going to use more electrical energy than it has in 
the past, rather than the chemicals it was using before. 


Mr. Haggerty: Cogeneration? 


Mr. Lounsbury: We have a slide here. Mr. Gillespie, I believe you 
can speak to that. 


Mr. Gillespie: The slide points out that in-service capacity, 
including Pickering, is at 24.2 gigawatts. The peak load-is at 20, suggesting 
' an actual reserve margin of 18.6, somewhat lower than 25 per cent, which seems 
to be generally accepted as the number Hydro should have. However, because of 
the peak situation, the actual reserve in December 1985 was 6.4 per cent. 


Generally speaking, the guy to whom you talk in the subway seems to feel 
Hydro has vast reserves of unused capacity. The fact is, when we need it most, 
that reserve looks to us to be about 6.4 per cent. 


Mr. Haggerty: Was the biggest use for December? 


Mr. Gillespie: Yes. 


Mr. Haggerty: That is the time everybody is using power for 
Christmas lights, lighting up the falls and everything else. 


Mr. Gillespie: That is true, but we are living in a society today in 
which we do not expect the lights to go out at any poets or plants to be 
inoperative. 


Mr. Haggerty: If we turned off the lights in the office buildings at 
night on Bay Street and places down there, we could conserve quite a few 
kilowatts. There is no effort made in that area, but I should not get on to 
that. I was concerned about that area anyway. We will have to take a look at 
past committee reports and the recommendations on electrical growth in the 
province. 


Mr. Lind: May I make one comment on the 6.4 per cent of actual 
excess capacity? That included all the mothballed plants Hydro has. 
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Mr. Haggerty: It included those? 


Mr. Lounsbury: Excluded. 
Mr. Lind: I am sorry. It excluded the mothballed plants. 


Mr. Hageerty: Then there is a reserve, is there not? 


Mr. Lounsbury: It would take two years to bring back on the service 
system. 


Mr. Chairman: What do you estimate the economic cost of those 
interruptions to be? 


Mr. Lind: I do not have that figure. Depending on the industry, it 
would not be a great amount other than labour costs in some cases. In other 
industries, such as the pyrochemical industries or pyro-processing, where the 
product might freeze in the vessels, it could be a substantial cost. 


Mr. Chairman: What advantage is there to being on an interruptible 
rate as opposed to a noninterruptible rate? 


Mr. Lind: Each industry has to calculate those advantages and 
disadvantages itself and weigh the pros and cons of how many times it is going 
to be interrupted. There is an advantage in dollars to being on an 
interruptible rate if it is not going to be of great cost to the plant or 
process to have to shut down for a time. 


Mr. Chairman: As I understand the theory behind the interruptible 
rate, it rums.on ‘the surplus. The capacity factor in that rate is either less 
or does not exist at all. Am I close to being correct? 


Mr. Lind: The interruptible rate means that, if Hydro is reaching 
its system peak, it can interrupt certain industries that are purchasing the 
interruptible power. 


Mr. Chairman: Yes, but the reason the rate is lower is that it runs 
on the surplus, essentially. You do not have the same capacity factor you 
would have for a guaranteed supply, a noninterruptible rate. 


Mr. Lind: Do you mean the capacity of the manufacturing plant? 


Mr. Chairman: I mean the capacity of the system to produce 
electricity, the capacity side of the rate block. 


Mr. Lind: Yes, it rums on the surplus. 


Mr. Haggerty: Are there any problems in northeastern or northwestern 
Ontario with supplying hydro to the local industries? You talk about the paper 
industries. Is Ontario Hydro going to run into difficulties in that area if 
they switch over to using more electricity in processing paper? 


Mr. Lounsbury: In 1995 we will. 


Mr. Brandt: 1 wanted to pursue the question of the interruptible 
customers. Since you receive a discounted or reduced rate as a result of 
buying that kind of power, in the instances you mentioned when power was not 
available, had you been paying a firm price, or the usual or normal price for 
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power, would you not have had an interrupted service? The capacity was there 


to deliver, but it was not delivered because you were buying a different type 
of power. 


Mr. Lind: I am not too sure whether the industry in the Niagara 


Peninsula is buying interruptible or not, but 1 know it was interrupted over 
the Christmas season. 


Mr. Lounsbury: Naturally, the first people cut off are the 
interruptibles; the next are those paying the firm price. As I recall, on 
March 10 in the southwest, because of problems at Bruce, everybody was 
interrupted for three and a half hours. 

If a process company such as fibreglass is interrupted for 15 minutes, 
it loses two days' total production, so we are talking about a very 
significant cost. 

Mr. Lind: A firm such as that would not buy interruptible. 

Mr. Brandt: Fibreglass is very close to my heart, since it is 
located in my riding. I do not know whether you chose it specifically because 
of that. 

Mr. Ashe: It was just a coincidence. 


Mr. Brandt: Are you speaking of the type of fibreglass plant that is 
located in the great riding of Sarnia? 


Mr. Lounsbury : Yes, I am. 


Mr. Brandt: You did not pick that one-out of the air by some chance, 
did you? 


Mr. Lounsbury: No. Mr. Chairman will vouch for that one. 


Mr. Brandt: I am glad you have done your homework and know where we 
all come from. That is a good indication. 


Could you give me some indication of what your respective organizations 
feel is an adequate level of surplus power? 


Mr. Lounsbury: We think it is 25 per cent. 

Mr. Brandt: Is that agreed upon by all of you? 

Mr. Lounsbury: That is general utility practice. 

Mr. Brandt: I do not quite know how you arrived at the actual 
reserve of 18.6 per cent and the number you give of it as being 6.4 per cent. 
I guess that is a dispute between the way you and Hydro calculate the actual 
reserve. Even using their high figure, if you make them that allowance, you 
are saying they are seven percentage points short of what they should be. 

Mr. Lounsbury: That is correct. 
10:30 a.m. 


Mr. Brandt: With respect to the chart you wanted us to have firmly 
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fixed in our minds, I looked at that as being one of the focal points of your 
presentation. There was a departure from the gross provincial product, the 
tracking of the power demand and the kinds of questions Mr. Haggerty was 
pursuing with respect to the flat-lining of growth from approximately 1985 
through to 2000. 


In your presentation, you made the point that the big bites have already 
been taken out of the system. We have had literally days of presentations 
before this committee which indicate that we have not scratched the surface of 
conservation measures. 


As an example, we had a company here yesterday which is in the business 
of conservation and energy saving. They are consultants who work with 
industry. They have indicated that because of the economics of scale, they 
have not even begun to look at small companies. They hope that Ontario Hydro 
gets involved in a program of energy efficiency with smaller companies. They 
have been looking, in their circumstance, at rather large companies where 
there are large energy savings and, therefore, large dollars to be accrued as 
a result of those activities. 


From your presentation and from what we have heard consistently from a 
number of delegations that have been before us, there is a major difference in 
what they anticipate can be realized by way of future energy savings through 
conservation efforts and what you have stated today. I wonder whether you 
might want to elaborate on why you think we have reached the end of 
conservation efforts and there is very little left in the system to be wrung 
out, if you will, as a result of what has gone on in the past. 


| In all fairness, we have not done a great deal about the appliance 
industry. We have not made the changes that have been placed in position in 
the United States, where they have taken advantage of this type of thing far 
more aggressively than we have. There is a whole series of conservation 
efforts and we as a committee, from the way the questions have been raised by 
the committee members, feel that conservation is just coming into its time 
frame, not that the big bites have been taken out and the activity is 
exhausted. 


I wonder whether you might expand a little bit on your position that we 
have gone as far as we can go in conservation. I think that is what you said. 


Mr. Gillespie: I do not think I said that and if I did, I did not 
intend to say we have gone as far as we can go. What I tried to convey is that 
even if we accept the figures used by Ontario Hydro for conservation, there is 
still a discrepancy between the amount of power required and what we believe 
will be available with the flat forecast. 


On commenting on its expectations for conservation, the point we wanted 
to make was that whereas there is still an ongoing effort and a very 
productive effort to make gains, based on the experience of the people 
represented by the associations here today, we find we were making bigger 
eagle a few years ago than we are today simply because we got the big hits up 

ront. 


I would not want to suggest that there is not a lot to be obtained in 
the future. Once again, when one is talking to any particular group, one has 
the viewpoint of that group which is usually exaggerated to support its 
position. 
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Mr. Brandt: Present company excepted, of course. 


Mr. Gillespie: Present company probably not excepted. There are 
people who will come here and tell you that the wheels of industry can be 
turned by solar power and there are other people who will come and tell you 
that we can do it all by having small hydro. If they say that, they probably 
believe it. I do not believe it. 


As far as conservation is concerned, there are a lot of people who are 
working in that regard and who will make significant improvements in the 
future. New systems coming on line will be more cost-effective and will 
conserve more. There are a lot of basic industries in Ontario which need 
energy to convert material from one state to another. That basic energy is a 
function of the laws of physics and the laws of nature. The degree to which we 
can make major advances to equal Ontario Hydro's expectation is debatable; to 
exceed its expectation is probably unlikely. We are simply making the point 
that even if you accept its forecasts, we say there is an inadequacy in the 
projection for electric power use. We are qualifying that by saying that we 
are not even sure we can accept its forecasts for conservation. 


I would ask whether any of my colleagues would like to comment further. 


Mr. Steel: I would like to make a comment, if I may. The forecast 
that Ontario Hydro is projecting also includes what it calls natural 
conservation of about 3,000 megawatts. Its calculations assume that all of the 
pabeeseas payback type of projects are done during this period to the year 
00. 


It has been our experience--my experience in particular in industry, and 
I. have been involved fairly heavily during the past two and a half years with 
conservation activities in industry--that this three-year payback situation is 
really overstating the case. The items that could be done now or that exist 
now and perhaps offer one- to two-year paybacks probably have been done. Those 
that offer two- to three-year paybacks are competing with money in industry 
for projects that involve the process, the plants, money that is necessarily 
spent on other things, and it has been our experience that companies do not 
readily proceed with those projects that have two- to three-year paybacks. 


It seems this assumption that 3,000 megawatts will come out of the 
forecast because of natural conservation, or conservation that will occur 
naturally by those people without any incentives or without any help, is 
overstating the case. 


Mr. Lounsbury: Mr. Brandt, if I may just add to that, I talked to 
Dow Chemical Canada Inc. and to Imperial Oil Ltd. in Sarnia. Both of them feel 
that they are 80 per cent there and that the other 20 per cent is going to be 
very costly to get. 


Mr. Brandt: As I recall, Dow is still an exporter of energy to its 
United States plant in Midland, Michigan. Is that not correct? 


Mr. Lounsbury: Yes, that is correct. 
Mr. Brandt: It has a lot of built-in energy stored within that plant 


that can be used in-house, if you will, if circumstances require it. Did it 
take that into account in its discussions with you? 


Mr. Lounsbury: Yes. 
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Mr. Brandt: I have a couple more questions, if I may. In the light 
of the United States experience, some of the environmental problems related to 
matters not very different from the difficulty we have releasing the power at 
the Bruce that Mr. Haggerty commented on, developing the lines--which do cause 
some aesthetic problems, if not environmental problems--in the United States 
they are talking about perhaps 15 to 20 years' lead time for bringing on new 
power, particularly nuclear plant. If we are looking at new nuclear 
facilities, from the experience that has now become rather the norm in Ontario 
as well, and recognizing that at one time we had a shorter time frame for 
bringing a new plant on stream, what would you consider to be a reasonable 
time frame? This may be a guesstimate on your part, but you are close to the 
industry and would have some indication of what you think is realistic. What 
do you think is a reasonable time frame for bringing new power on stream in 
Ontario in the light of all the current circumstances? 


Mr. Gillespie: My answer to that would be 10 years. 


Mr. Lounsbury: It should be 10 years but, realistically, currently 
it is 14 years. 


10:40 a.m. 


Mr. Sargent: May I comment on that? You have probably heard of 

pyropower in Chatham, New Brunswick. It has about 1/7 plants scattered around 
the world. It is a fluidized bed combustion process for burning pulverized 
coal. It is clean and the plant can be brought on in from three to six years 
in full flight. They are doing that in the United States now because of the 
fall-off in nuclear plants and the time frame. The fact is that, with regard 
to specific things we could recommend that would be in place to meet demand in 
the early 1990s, this setup is one of the hottest things in the market today 
in setting up new fast plants that are clean and very economical. They use a 
time frame of 10 to 14 years; it is known a bit now, but this is the way to go. 


Mr. Brandt: I think I have the answer to that one. Since you took 
issue with the forecasts of Ontario Hydro and the Ministry of Energy during 
the past three to five years, how accurate have your forecasts been in that 
same time frame? Have you taken forecasts we can look at that would indicate 
where you have been in relation to the other two speculators in the market 
relative to future demand? It is easy to look back; it is somewhat more 
difficult to look forward. 


Mr. Gillespie: Exactly. I do not really think we can offer that we 
have some superior and reliable forecasting group within our associations. We 
are here today really as people who have a hell of a stake in the industry as 
employers, as consulting engineers or as users; and we are here today saying, 
if you like, in a somewhat parochial and folksy manner, that we have 30 or 40 
years of experience behind us, and that line seems to be a fairly reliable 
experience factor. We are suddenly seeing the output that supplies the power 
calling an abrupt discontinuity, and we do not have any conviction that there 
is any evidence that this abrupt a discontinuity is supportable. 


We cannot really offer that we have a forecast such that we could assure 
you we were smarter than the other guys. In fact, our general attitude is that 
most econometric forecasts are wrong anyway and that the complexity now of 
those models that people are building is such that the forecasters start to 
argue about very small differences in their models. However, the reality in 
the world is usually different from what was forecast anyway because of a lot 
of factors that were not in the models. 
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In our opinion, we have to be concerned that there is a dependance being 
put on forecasting of this type, using all sorts of econometric models and all 
sorts of computer runs to say that this is what is going to happen, when we, 
as people in the industry, 250,000 of us, are saying, "If they are wrong, it 
is going to be a hell of a mistake." 


Ontario is here today. We all have our standard of living and we all 
enjoy a very good one, in part because we have always had a very efficient 
source of electrical power and low-cost electrical power. If we allow that to 
diminish, we will be in trouble. 


I am stating the obvious, I know, but in answer to your question, we are 
really not in a position to get into arguing about whether we have a better 
computer model than somebody else. We are just saying that good judgement 
tells us that projection does not make sense. 


Mr. Brandt: The only way we will know, of course, is four or five 
years from now when we can look back at what you said today and at what the 
Ministry of Energy and Ontario Hydro said. 


But would you not agree that there are a very considerable number of 
circumstances relative to changes that will probably take place during the 
next decade or decade and a half that have not really occurred during the 
course of the past 40 or 50 years? I cite the volatility of the oil price 
_ situation with the Organization of Petroleum Exporting Countries, which may 
move some people off electrical power and onto fossil fuel use, and the 
introduction of massive power projects in both Quebec and Manitoba, where 
surpluses, I think, can be anticipated and where excess power might be 
available for purchase by Ontario Hydro. 


Do any of your forecasts take into consideration some of those obvious 
circumstances? As a supplementary to that, do you feel there is any problem 
from your vantage point in Ontario becoming a purchaser of large units of 
power from those two jurisdictions specifically, Quebec and Manitoba, in the 
future, if they can be made available to us at a realistic rate? Does it 
matter to you that the power is generated in Ontario as opposed to being 
purchased from another jurisdiction? 


Mr. Gillespie: It probably matters to Ontario, to the people whose 
businesses are in Ontario and to the taxpayers in Ontario. I know that the 
experience with some of the consulting engineers who are involved in our joint 
industry task force is that a number of large projects in the last year that 
were being looked at to be located in Ontario are now going to be located in 
alternative provinces because of availability and because the projected price 
of electricity is going to be less. 


If you had an energy-intensive industry and if you had the choice of 
putting it in a province that had clearly inexpensive and available power 
versus a province that might have to buy it from next door, where would you 
put your industry? 


Mr. Brandt: In my former life as Minister of Industry and Trade, not 
once did I have an industry come forward at any time to indicate that a lack 
of power in this province was acting as an impediment to its developing here 
in Ontario. I would have thought that, given the role of advocate for business 
that I played at the time, they would have come forward and said, "We are 
completely at odds with Ontario Hydro in terms of the power availability and 
we are going to locate in Michigan, Ohio or Quebec as opposed to Ontario." 
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That never happened once, and 1 would be disappointed if what you said is 
absolutely correct, because they should have come forward. Then I could have 
lobbied with Ontario Hydro and said that an auto plant, a petrochemical 
complex or whatever required power and could not get it. But that never 
happened, so I am surprised at what you said in that respect. 


I apologize for the length of my questioning. I look at jurisdictions 
purchasing power, like Ohio, Michigan and New York state. They are 
experiencing a level of growth, development and job creation that is 
comparable to that in Ontario, and they are net purchasers of power from 
Ontario at the moment. It does not seem to follow that as long as energy is at 
a competitive rate, whether you purchase it or produce it, it makes that much 
difference. I wonder whether you might comment on that. 


Mr. Gillispie: I will ask my colleague from the Association of Major 


- Power Consumers in Ontario to comment. 


Mr. Lind: One comment, Mr. Brandt, on the purchasing of power from 
our neighbouring provinces is that if we are anticipating something like that, 
we should start the hearings going now to get transmission facilities built, 
because they are not in place at the current time. We all know what is going 
on in trying to get the power out of Bruce. If we have to go through that 
series again to get electricity from other provinces, it is going to be a 
long, drawn-out affair. 


The reason I believe our neighbouring states are net purchasers of power 
from Ontario Hydro is that they have not had the money to build their own 
facilities, and environmentally it is not suitable for them to build 
generating facilities in those locations. 


-10:50 a.m. 2 


Mr. Brandt: That still does not get to my question about whether 
there is a net negative benefit to a jurisdiction that purchases power or 
produces power. Many companies have come into this province and have looked at 
Ontario Hydro as a secure source of power availability. Its track record over 
the years is comparable to that of literally any other jurisdiction in North 
America, in spite of the fact that we may be at odds with forecasting and so 
forth. I have personally not experienced a situation in which a company has 
said, 'We are not going to locate in Ontario because we do not think you are 
going to have the power available.'' Maybe Ontario Hydro has had such a 
submission; I am not privy to it. But I certainly have not personally had any 
indication that that has been the case. 


Mr. Gillespie: Mr. Brandt, I am not very surprised at that. First of 
all, I totally subscribe to what you have said about why companies have 
located in this province and that the availability of reliable and inexpensive 
power was a very significant element in the development of the manufacturing 
industries in Ontario; there is no question about it. That is why we are here 
today; we want that to continue. The only question is whether we are going to 
leave ourselves weakened as a result of a forecast that is inadequate. 


With regard to the suggestion that decisions have been made to go 
outside the province, I am not very surprised that you have not been involved 
in those things, because most of the companies we are talking about are large 
companies, frequently multinational or multiprovincial companies. In 
situations where you are working with consulting engineers and you reach a 
conclusion that you are not going to be here, you are going to be there, you 
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certainly do not tell them they can go and explain that their clients have 
made a decision which is going to be politically unacceptable in one province 
and highly acceptable in another province if you can avoid those problems. I 
can only tell you that, on the basis of what I have heard, this has happened 
on a number of occasions, and I believe it to be true. 


Mr. Haggerty : Has Hydro-Québec not got a policy, a little sweetener, 
that says, ‘If you come to the province of Quebec to locate your industry, you 
can get a long-term contract with Hydro-Québec at a preferred rate''? 


Mr. Gillespie: I believe it does and 1 believe Manitoba has the same 
thing. 


Mr. Lounsbury: If you and I agreed to start a plant in Quebec today, 
we would not aera tn: unless we got it on line within two and a half years. 
Then we would get only 10 per cent for half a year. 


Mr. Chairman: Can we come back to the rotation? Were you finished, 
Mr. Brandt? 


Mr. Brandt: I have not finished, but I am going to give up the floor. 


Mr. Chairman: Mr. Sargent, I think, had a supplementary. Is it a 
supplementary? Since it is your birthday, I will be a little lenient. 


Mr. Sargent: Basically you guys are the lightning rods of the 
industry. You are concerned about General Motors coming on stream with this 
new plant. We are concerned about what specific things we could recommend that 
would be in place in time to meet the demands in the early 1990s. 


You say that the taxpayers of Ontario-would object to.Quebec power. I 
doubt that very much. In fact, I think it would be a hell of a good move for 
us to make deals right now with Manitoba and Quebec to supply power in this 
province. As far as the taxpayers go, they do not give a damm where they get 
the power as long as they get it. All you care about is delivery and cost. 


My main theme is that we do have an answer. Chatham, New Brunswick, is 
having a pyropower plant put in, and these pyropower plants can be built for 
$1,200 to $1,500 a kilowatt. They build them in units of 150,000 and 600,000. 
I think it is the way to go. 


Is there any parallel in the United States or Europe that groups such as 
yours could set up your own grid--for example, a pyropower plant that would 
come on stream in three to six years so that you would be self-sufficient for 
industry? Is there any merit in that? Certainly you have all the funding and 
financing in the world; you would not have to worry about financing, because 
you represent the richest companies in America. You could be self-sufficient 
if you went your own route and said, "To hell with Hydro." 


Mr. Gillespie: I do not think we have any positive response. David 
Armour wants to comment. 


Mr. Armour: What we are overlooking on wheeling power, let us say, 
from one jurisdiction to another is that, if you have major power users, they 
have to have firm contracts. I do not think either Manitoba or Quebec will 
give us a firm contract when they can sell power at an awful lot higher price 
to the United States. It is simple economics. 


N-18 
Mr. Sargent: Are they not taking offers now? 


Mr. Armours: Yes. Manitoba is probably moving towards a dedicated 
system, but dedicated to the US, not to us. That has been done in New 
Brunswick too. Major power users require secruity of supply. I do not think we 
can negotiate a deal at this stage of the game with either Hydro-Québec or 
with Manitoba. 


Mr. Sargent: How can New York do it, for instance? 


Mr. Armour: New York can do it because it can give them firm, 
guaranteed contracts. 


Mr. Sargent: Can Ontario Hydro not give them firm contracts? 


Mr. Armour: No. Ontario Hydro had to discontinue supply to New York 
recently, as you may recall. 


Mr. Sargent: Can Ontario Hydro not give Quebec firm contracts? 


Mr. Armour: No. They would not have enough reserve to give them firm 
contracts. We recently had to withdraw our power from New York just a few 
weeks ago. We had to interrupt supply from Ontario to New York. We have never 
negotiated a firm contract. 


Mr. Chairman: Mr. Sargent is referring to moving power the other 
way, from Quebec to Ontario. Would Hydro not be in a position to give a firm 
contract to Hydro-Québec for purchase? 


Mr. Armour: Yes, Ontario Hydro could, but I do not know that 
Hydro-Québec would be. = 


Mr. Lounsbury: We do not have the transmission line facilities. 
Mr. Sargent: We can sure as hell get then. 

Mr. Lounsbury: We do not yet have them out of Bruce. 

Mr. Sargent: It is easier than building a nee yesr plant. 


Mr. Charlton: We have had presentations from a number of 
jurisdictions other than Ontario. To the best of my knowledge, none of those 
jurisdictions, some of them very industrialized jurisdictions similar to 
Ontario, is predicting even a 4./ per cent load growth, let alone a six per 
cent load growth. That seems to me to say something about thé level of Hydro's 
predictions as compared to what you are suggesting to us today. 


Mr. Brandt raised the question of conservation measures, and you raised 
that question as well in terms of whether Hydro's calculations of natural 
conservation and strategic conservation are acceptable. Hydro's calculations, 
predictions or forecasts of natural conservation and strategic conservation 
are based on the fact that there will be no incentives for that conservation 
to occur other than the basic bottom-line economic incentives, the question of 
payback and so on. 


Many of the jurisdictions we have heard testimony from have gone to 
major public sector initiatives to capture much higher levels of conservation. 
We are not talking about just the industrial sector; we are talking about the 
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industrial sector, the commercial sector and the residential sector. There 
have been some fairly significant and proven programs. There is also 
substantial evidence which we have received of some experimental programs in 
small locales to determine some of the real potential. It boils down to a 
question of not whether there is going to be growth in electrical demand but 
how best to get there. 


ive .ls 


For example, the prediction you have given us today of the 4.1 load 
growth, which you say is still low, represented 7,000 megawatts. That is 
talking about another Darlington by the year 2000. With your prediction or 
forecast of six per cent potential load growth, we are talking about at least 
two Darlingtons in addition to the one currently under construction. 


We have had substantial debate in this country--and the people that you 
represent have been substantially involved in that debate--about public 
borrowing, the levels of public debt and their impact on the economy. With the 
kinds of predictions you are making here today, what we are really talking 
about is somewhere between $20 billion and $30 billion added to the Hydro 
debt. What kind of impact it that going to have on Ontario's economy? What 
impact is that going to have on the growth that happens in Ontario's econany? 


The other side of that question is, if we can determine in our process 
of study by other public sector initiatives where public sector money will be 
spent, but spent at much lower rates and adding a lot less to the public 
sector debt to accomplish the same thing, which route are we ultimately better 
to take? 


Mr. Gillespie: I do not mean this to be facetious, but that is the 
$64 question. I think that is why you are having the hearings. Our concern is 
that you are hearing a lot of argument for cutting back and projecting no 
growth, and we want to give you at least a position on the other side, which 
is that if you do that, you may compromise our industrial future. 


Mr. Charlton: Remember, though, we have also heard a lot of 
testimony about where it has been done. 


Mr. Gillespie: 1 cannot really comment on that part of it because I 
have not heard that. testimony. Incidentally, we are not saying the economy 
will grow at 3.8 per cent or 2.8 per cent. If you want to say the economy is 
going to grow at 1.5 per cent, then you will get a different answer. Those 
growth rates are not unreasonable, based on historical growth, and our 
projections are based largely on historical precedent. 


Mr. Charlton: It seems to me you are saying that in order to be 
safe, we should be planning for six per cent growth in hydro demand. 


Mr. Gillespie: Yes. We are saying that what has happened since 
1972-73, since we had the Organization of Petroleum Exporting Countries and 


the great drive on conservation, has not really influenced that growth curve 
significantly up until this time. 


Mr. Charlton: What will happen to that growth curve if Ontario Hydro 
follows what you are suggesting and rips about $20 billion to $30 billion out 
of the private market? 
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Mr. Gillespie: I believe any investment made in electrical power 
generation which is ultimately utilized will be a profitable investment. The 
only risk is building a plant and then finding you cannot use it. We do not 
believe that is going to happen. You cannot be suggesting that if one invests 
in electrical power generation, one is going to lose money. 


Mr. Charlton: Let me put it to you another way. You are saying if we 
build to cover six per cent growth in electrical energy, you are confident 
that energy is going to get used. The public risk is huge because we are 
talking about an awful lot of dollars. Is your organization prepared to sit 
down with your members and work out some package of sharing that risk if we 
were to build the six per cent growth? There will be no problem for you if, as 
you said, we use it all. 


Mr. Gillespie: You say the problem will be very great if capacity is 
put in and it is not ultimately utilized economically. Our submission is that 
the risk is greater if the capacity is not put in. 


Mr. Charlton: Hydro has predicted a 2.6 per cent growth in 
electrical demand. You are saying that, to be safe economically, we should be 
building for six per cent growth. You are saying there is very little risk. 
Are you prepared to share that risk? 


Mr. Gillespie: To the degree that many of us here are representing 
manufacturers and engineers who have careers associated with the thing, if it 
is an investment that is not productive, we will all lose ultimately. 


Mr. Charlton: Ultimately, we all lose what? 


Mr. Gillespie:: The sharing of it. We are all sharing that risk. 


Mr. Charlton: 1 am talking about sharing the capital risk. 


Mr. Gillespie: If we leave our plant in place to build the 
transformers that would be required and ultimately it proves they are not 
required, or that there is a decline in the growth rate in Ontario rather than 
an increase, we made a bad decision. If you are talking about whether we are 
willing to invest in the capital investment, I do not think you are talking to 
a bunch of financial investors; you are talking to engineers and manufacturers. 


Mr. Charlton: I did not ask you to give me a proposal today. What I 
am asking is, are you prepared to sit down with your members to discuss and 
work out a package to accept part of the huge financial risk you are asking us 
to place on the public of this province! 


Mr. Gillespie: My answer is that we would be doing that implicitly 
in that we are citizens of the province, investors in the province and 
employees in the province, and if we felt this was a dumb idea, we would not 
be recommending it. 


- Charlton: Perhaps you can comment on the other part of my 
question. You expressed serious scepticism about Hydro's numbers in terms of 
the conservation potential between now and the year 2000. As I have suggested, 
that potential calculated by Hydro was based on the assumption that little or 
nothing in the way of initiatives or incentives by the public sector would 
occur, that there were two kinds of conservations that would occur. 
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One would be that it would happen naturally because of the financial or 
econonic incentives and some additional strategic conservation that Hydro 
could stimulate because of power buy-back rates and a number of other things, 
but no major initiatives on the part of the public sector to invest in 
conservation instead of investing in plant construction. If there were major 
initiatives in the public sector to invest in conservation, would your view 
change at all? 


Mr. Lind: That becomes a cost-benefit deal. 
Mr. Charlton: I understand that. 


Mr. Lind: It has been stated that there have been major steps taken 
in energy conservation up to this time. What is left takes a lot longer and a 
lot more money. It may be that in some cases the system is not in place yet to 
consider that type of energy. We are getting into smaller lots with the bigger 
dollar. Eventually, those lines change and the cost becomes much greater. 


Mr. Charlton: You are just repeating what you have assessed in terms 
of your members. We have had testimony here, for example, about the potential 
to reduce energy consumption by looking seriously at appliance standards, 
efficiency standards for appliances that home owners use across this province. 
We have heard testimony about the amount of power that potentially we can save 
in this province. 


11:10 a.m. 


We have heard from experts in your own area of economic development and 
growth about the potential to save from major initiatives on lighting in 
commercial complexes across this province. What 1 am talking about is 
_ identifying the potential. It is not a hope-and a prayer, but it is 
identifying a potential, setting up a program and going after that potential 
aS a major initiative. 


Mr. Lind: Again, that comes back to a cost-benefit package. The 
other thing we may be missing on a little bit here is that we can save on the 
super-efficient appliances. It depends on the cost of the appliance, on how 
many people in the public are going to buy it. 


Second, there is a difference between the consumption of energy and the 
peak demand. The peak demand is at certain times of the day. This is another 
thing we are concerned with. 


Mr. Charlton: That is one of the reasons we are looking so seriously 
at appliances because they are one of the things that contribute significantly 
to the daily peak. 


Mr. Lind: That is right. 


Mr. Charlton: Let me add one little piece to that last question 1 
asked. If we can come up with a program approach in conservation that is 
realistic as an alternative to public sector investment in new generation, 
would you be prepared to sit down, analyse it and satisfy your concerns that 
we and Hydro are not going to cut the economic throats of Ontario? 


Mr. Gillespie: 1 think we would be very interested in understanding 
that. It is clear that we are not being very responsive to your questions, 
which are very broad and of a fundamental nature. When you describe public 
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initiatives, it is not clear to me at least exactly what they might be and the 
benefits that might come from doing something on appliances. We have already 
done quite a bit. I am sure you know that when you buy appliances they have an 
Energuide label on them. 


Mr. Charlton: Which will very soon disappear because the program has 
been cut federally. 


Mr. Gillespie: One of the things we find, and that is why I am not 
sure about this centralized initiative, is that ultimately people do what they 
want to do. 


Mr. Charlton: Again, that avoids the question I raised on standards. 
You are right. 1f efficiency adds a cost to an appliance and if one sees in a 
store an efficient appliance that is more expensive and an inefficient 
appliance that is less expensive, then a lot of consumers are going to buy the 
inefficient appliance. On the other hand, if there is a standard set in the 
public sector for a minimum efficiency, then the most inefficient appliances 
are not going to be there for that consumer choice. So standards can lessen 
substantially the vagarity of who will buy the efficient and who will not. 


Mr. Gillespie: Yes. The ultimate application or implementation of 
programs of that type are not clear as to what they might be. It seems in our 
society, thank God, we have a lot of people who do not like to be told exactly 
what to do and what the standards are going to be. They are back to buying big 
cars. I am not sure the most expensive Mercedes is the most efficient car, but 
everybody would like to have one. As one citizen, I sure as hell do not want 
to be told when to put out my lights or when to boil my kettle. 


The degree to which these national initiatives might be implemented or 
what form they might take is not clear. Certainly, if such a thing was 
contemplated and implemented by the government in power, then we would want to 
look at our projections again. 


Mr. Charlton: Obviously, you do not want to be told when to boil 
your kettle. On any.given day you may choose to boil it at the worst time. On 
the other hand, if we were to say to you that if, instead of boiling your 
kettle at 5 p.m., you boiled it at 7:30 p.m. you would get a cheaper rate, you 
would at least think about that. 


Mr. Lind: As has been stated, we would welcome any initiative that 
does come about to save energy. Our concern, and the reason we are here today, 
is to make sure there is enough energy for this province to keep surviving. 


Mr. Charlton: That is the task we see as well. 


Mr. Lind: We are projecting a certain load growth as we see it. 
Whatever conservation comes up, however large or small, as long as there is 
enough energy for this province to keep surviving and keep growing, that is 
Our main concern. 


Mr. Charlton: I hope the direction this committee will take in its 
discussions with Ontario Hydro will be to study the options thoroughly and to 
be able to provide facts before we jump off the bridge. Therefore, we hope you 
will have some substantial facts to look at before we embark in the wrong 
direction. 


Mr. McGuigan: Mr. Gillespie, I am with you on not relying much on 
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predictions and projections. I point out that in the graph you showed, you are 
simply projecting that if present trends continue we are going to arrive at a 
certain place. Other people make these complicated models and they predict 
whereas you are projecting. 


Mr. Gillespie: That is correct. 


Mr. McGuigan: I do not believe in either of them very much. Coming 
from agriculture, 1 look at the predictions and projections by bankers, farm 
economists and everybody that we needed all this food. Farmers geared up for 
it and today they are bankrupt. The reason they are bankrupt is that all the 
people who were making the predictions forgot to look out the window and see 
what was happening out in the field. An explosion of production was happening 
out in the field. The engineering and agricultural religious missionaries we 
sent all over the world were quietly gearing up the rest of the world to 
produce its own food, which it now is doing. All those predictions have been 
absolutely wrong. 


I am interested more in what is going on out in the field. You have not 
told us much about that. Some people mention robotics. Can you expand on what 
is happening in the field of manufacturing in Ontario and the influence it is 
liable to have on the demand for electricity? 


Mr. Lind: We are looking for growth in the province. We have been 
through a recession. As the chart shows and as everybody knows, there was 
guite a lag in the early 1980s. I think things are coming back and we are 
looking forward in our industry to a three per cent growth over the next 
number of years on a steady climb. As you know, the industrial cycle is 
cyclical. It rums about a four-year or five-year term on an increase and then 
it levels off or declines a little and then climbs again using that as a new 
base. As far as our industry goes--I cannot’ speak for the mining or the pulp 
and paper industry--it seems to be on a curve as well. 


Mr. McGuigan: What about the use of electricity versus other fuels, 
especially with the downturn in petroleum prices that will probably persist 
for some time? Can we not expect some of the big power users to switch to 
these other power sources rather than continue with electricity? 


Mr. Lind: I think every industry looks for the cheapest product it 
can utilize in its process, but in some cases they cannot switch. Pulp and 
paper, as I mentioned, is getting out of chemicals for the manufacture of pulp 
and into thermomechanical activity. That is going to consume a fair amount. 
They are buying a great amount of power, but they are getting rid of the 
environmental problems of disposing of waste chemicals. This process is going 
to continue in other industries that have changed from one source of energy to 
another. I cannot predict, sitting here, what is going to happen. 


Mr. McGuigan: Does the introduction of robotics mean more power or 
less power will be consumed, particularly in the automobile industry? 


Mr. Lounsbury: More power. 
11:20 a.m. 


Mr. Lind: There is more electrical energy in the robotics, because 
you are replacing a man with an electrical machine. 
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Mr. McGuigan: The efficiency gains per unit would still mean you 
would have a bigger electrical component. 


Mr. Lind: I do not know about the manufacturing cost, but the 
electrical energy consumption in producing a car is going to increase. I do 
not know the economics in the automotive industry. 


Mr. Lounsbury: I can talk about one car manufactured in Ontario. 
Production over the past five years has gone up 31 per cent and electricity 
consumption in kilowatt-hours has gone up 92 per cent. 


Mr. McGuigan: That is the kind of thing that is significant. Are 
there other instances you can tell me about? 


Mr. Gillespie: I am no expert, but this is my observation for the 
really heavy power users, many of which are related to resource industries 
such as pulp and paper, cement and steel. The trend in steel is moving more 
towards than away from electric furnaces. In pulp and paper, as someone has 
already mentioned, up front you have to take all the wood fibre and get it 
into a squishy mess. They used to do it with chemicals and now they are doing 
it with a mechanical process that literally chews it up, and that takes 
electric motors. The petrochemical industries are moving more towards, rather 
than away from the use of electricity. Even the guys who are pumping the gas 
across the country--we do not like to talk about gas--are moving away from 
burning their gas. We supply them with both types of turbines. We used to 
supply them with turbines that used the gas from the pipe to make it go around 
and do the pumping. 


Mr. McGuigan: Twenty-five per cent of the gas was to bring it across 
the country. . bes ; 


Mr. Gillespie: Now we are providing them with large electric motors 
to drive the compressors to push it across because it is more effective and 
less expensive. On that broad basis, I think the movement is more towards than 
away from electrical. 


One has to speculate as to what those industries are going to do in the 
future. If you want to have a doomsday forecast, you can say Canada is going 
to be in a hell of a problem because everybody can do these things around the 
world for less, or you can say the way we are going to maintain our situation 
is to be efficient. If you are going to do that, you had better make sure that 
when they throw the switch the power comes on. 


Mr. McGuigan: Just as an observation, if doomsday comes, I guess it 
will not matter whether we have 25 per cent excess power or 100 per cent 
excess power; we will be down the tube anyway. 


It will probably be in the interest of the people you represent that we 
have surplus power that can be bought on an interruptible basis; in other 
words, subsidized power to some extent. As a farmer, I am not thinking about 
subsidization. Can you tell us what role those subsidized industries play in 
the total in Ontario? Where do they fit into the industrial picture? 


Mr. Lounsbury: In our total consumption of interruptible? 
Mr. McGuigan: How important are they? For instance, if they left us 


and went to some other jurisdiction, what harm would that be to Ontario? 
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Mr. Lind: Most of the large power consumers are for our basic 
industries--mining, steel, cement, pulp and paper. 


Mr. McGuigan: Do they buy interruptible power? 


Mr. Lind: They all buy interruptible power. They buy firm and 
interruptible for the equipment they can interrupt. If it is not going to 
affect their process that much for a short interruption, they will buy it. 

They weigh the odds, so you can make your own judgement. If the pulp and paper 
industry decides it cannot afford the higher rates and moves out, you can come 
up with your own numbers of what that is going to do to the economy of Ontario. 


Mr. McGuigan: They would take the interruptible power and average it 
through their power costs. 


Mr. Lind: Yes. 


Mr. McGuigan: Are there people who exist simply because of 
subsidized or interruptable power? 


Mr. Lind: No. The interruptable power is only available to large 
users and the large users are primary industry or the automotive industry. 
That is the type of industry you do not pick up and move overnight. 


Mr. McGuigan: By and large, the price is really averaged into their 
power costs. 


Mr. Lind: That price is established by Ontario Hydro. It saves them 
building a new plant if everybody is buying firm power. 


Mr. McGuigan: The people who require really cheap power, such as 
those smelting aluminum, are probably somewhere else anyway. 


Mr. Lind: I do not think we have any aluminum smelters. 


Mr. McGuigan: I was just trying to come up with some industry, 
whether or not it exists in Ontario-- 


Mr. Lind: Do you mean one that is here for a free ride? 


Mr. McGuigan: Yes. 
Mr. Lind: I do not think so. 


Mr. Chairman: Now, a very patient Mr. Ashe. 
Mr. Ashe: I will be brief as we are running late. 


My questions are really directed to the Association of Major Power 
Consumers in Ontario. It seems to me it is the group represented that would be 
most affected in the event these projections are wrong, one way or the other. 
If there is a shortage of power, as 20 per cent of the consumer group you are 
the most affected. If there is too much power, you are going to pay the most 
for that excess. You have the most to lose by an error either way. 


I was a little concerned in the earlier discussion with the reference to 
the fact that companies may be looking elsewhere for expansion purposes. I 
appreciate that was clarified somewhat and put more into the context of a 
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climate. Can I just clarify this? Nobody may know the answer to this. We have 
had a lot of discussion of interruptable power and how important it is, 
particularly to basic industries. Does anyone have any idea of how much of the 
20 per cent is bought on the basis of interruptable power? Is it half of it or 
a quarter of it? 


Mr. Lounsbury: It is about eight per cent. 


Mr. Ashe: Is it about eight per cent of the 20 per cent or 
two-fifths of the 20? 


Mr. Lounsbury: it is eight per cent of our consumption. 


Mr. Ashe: Ninety-two per cent of the 20 per cent is firm. It is a 
relatively small total picture vis-a-vis the Ontario need. 


Mr. Lounsbury: Yes. 


Mr. Ashe: I think that is important because the impression was 
coming out, even to me, that it was a signficant percentage of the 20 per cent 
that was interruptable. 


Mr. Lounsbury: No. 


Mr. Ashe: It is very small. 


One of the things we have seen a lot of in the past few days has been 
alluded to more in the area of conservation and all the super-efficient 
appliances and bulbs, etc., but we have had a lot of disagreement as to 
potential in cogeneration. It seems to me that if there is any significant 
cogeneration potential, it is most likely that a significant part of that 
total is going to come from the 20 per cent. What does AMPCO see as a 
responsible, reasonable financial potential of Splat of cogeneration in the 
near future? 


Mr. Lounsbury: I believe Ontario Hydro identified 1,000 megawatts as 
reasonably assured. I personally think it is attainable, with a struggle. 


Mr. Ashe: Is it? 
Mr. Lounsbury: It is attainable. 


Mr. Ashe: Do you have any feel for how much of that 1,000-megawatt 
potential is in the AMPCO group? 


Mr. Lounsbury: I am talking of AMPCO. 


Mr. Ashe: Just AMPCO. You feel that 1,000 megawatts would come from 
the big consumers. 


Mr. Lounsbury: Yes. 
Mr. Ashe: I will leave it at that so that we can proceed. 
Mr. Chairman: Thank you, Mr. Ashe. Thank you, gentlemen. 


PE DU racic 
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Mr. Ashe: Mr. Armour, you should have had more work to do over there. 
Mr. Chairman: I thought he did very well. 


We will go now to joint industry panel number two. This panel will deal 
more directly with a comparison of the options in meeting the base load. 


BOB DONOVAN, DON LAWSON, JOHN GARDINER, DR. NORMAN ASPIN 


Mr. Donovan: I would like to begin by introducing myself and members 
of the panel. My name is Bob Donovan. I am the president of Babcock and Wilcox 
Canada. My company manufactures steam-generating equipment for both nuclear 
and fossil power plants. Primarily, though, our throughput is fossil. 


On my right is Don Lawson. Don is president of Candu operations for 
Atomic Energy of Canada Ltd. As the federal agency responsible for our Candu 
technology, you are probably all familiar with AECL's activities. On my left 
is John Gardiner, executive vice-president for Canadian operations of Acres 
International Ltd. Acres is a leading Canadian consulting engineering company. 
Its primary area of expertise is in energy projects and within that area of 
expertise, particularly in the area of hydraulic projects. 


Before we begin our presentation, which will concentrate on base load 
within Ontario and the needs for base-load generation, I would like to turn 
the floor over to Don Lawson for a moment. Don has some additional comments on 
the letter from the Ministry of Industry, Trade and Technology that was 
referenced by the previous panel. 


Mr. Lawson: We would like to support fully the comments that were 
made there and in addition, shown on the screen now, are. the additional points 
that are relevant to nuclear. In addition to those points, I would like to 
make some points on the market outside Ontario and the method of implementing 
the program in that market. 


Any discussion we see on the future of nuclear power, whether it is 
regional, domestic, national or international, has to take account of the 
benefits that have been derived from nuclear energy up to the present time and 
those that will accrue in the future, from what has already been committed and 
possible future commitments. The benefits to date have been very significant 
and have already been presented to your committee by various witnesses. 


Ontario, where Candu originated and has been developed, has had a major 
share of these benefits, whether we measure them in terms of the economic, 
environmental, industrial or social use. To lose the nuclear option would be 
tantamount to denying these benefits and lack of sustained support will not 
only lose the future benefits, but will possibly lead to the elimination of 
the option itself. 


Looking at the market, in recent years there has been a negligible 
nuclear market worldwide, but a resurgence is predicted in the 1990s. 
Forecasts have been made by various agencies and we have listed the agencies: 
the International Atomic Energy Agency, an east-west think tank; the 
International Institute of Applied System Analysis in Vienna; and the World 
Energy Conference. They have a range of forecasts of the nuclear market up to 
the year 2000 that ranges from just under 600,000 megawatts to just under 
900,000 megawatts. 


At AECL, we have looked in detail at these markets around the world 
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where people have thought they were going to have programs and we have come up 
with our own assessment, which is slightly more conservative than those from 
the other agencies. From that assessment, we have deducted the orders and 
plants that are already in operation, leading to a list of potential new 
plants of somewhere between 127,000 and 340,000 megawatts up to the year 2000. 
This is roughly somewhere in the order of 100 to 400 nuclear plants in that 
period. 


Candu's current share of that world market is roughly five per cent and 
a valuation of the potential market to the end of the century shows that 
Canada, if you exclude any potential work in Ontario Hydro and the uranium 
orders, could obtain a total nuclear plant volume of somewhere between $1 
billion and $2 billion per year. 


More than 60 per cent of that market is likely to be in Ontario 
factories and service industries and the size of the total business, both for 
Canada and the percentage of that business that will come into Ontario, will 
be influenced by the support for the nuclear program in this province. Our 
potential purchasers of Candu look to this province for leadership and lack of 
a visible commitment to nuclear power, combined with the present small share 
of the world market and that hiatus in orders, would increase Canada's 
vulnerability in responding to the market when nuclear trade eventually gets 
restored to the predicted levels in a few years time. 


During this period of low activity, it is a very good opportunity to try 
and get our house in order. We are taking steps to try to rationalize and 
strengthen our relationship with the rest of the nuclear industry so we can 
approach that market with some confidence. To achieve this, we need to be able 
to call on the experience and expertise of all the sectors of the Canadian, 
nuclear industry in a consistent, focused and organized way. 

Atomic Energy of Canada Ltd. has a mandate to explore ways of providing 
a more effective and efficient organization, improved product and a better 
delivery process with Ontario Hydro and others in the industry. Organization 
streamlining is a difficult thing to achieve and the creation of any new 
entity can be effective only if it has support from the different levels of 
government. Two key factors that we have in our strategy to remain competitive 
are to reduce the capital costs and to reduce the total project lead time. 


Based on operating experience here in Ontario and elsewhere, we are 
continually working to improve Candu. Recently,:we have restructured our 
research and development efforts to focus on cost reduction and to improve the 
total product. Close collaboration with other Canadian manufacturers has led 
to a significant reduction in component delivery time. In fact, what we are 
getting now is quoted costs that have increased by less than inflation. 


As a result of these initiatives, we are now offering Candus in the 
international market. We submitted one bid to Korea last week that will bring 
down the cost of electricity by more than 15 per cent relative to that from 
the designs of plants now in operation. The competitors are also improving 
their products but we are confident that we can maintain the lead that our 
past performance has already consolidated. 


We have also been looking with some success at the time frame lead time 
in building these projects. We have been working with environmental approval 
and the approval of the regulatory agencies, particularly in the safety area, 
at being able to reduce those lead times. Our experience in projects outside 
Ontario has shown that lead time can be achieved in something like two years. 
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Also, we have already actually achieved construction periods of five 
years for single units and in collaboration with the private sector companies 
that have international project and construction experience, we are looking to 
reduce the construction periods to less than five years. Therefore, we believe 
that an overall schedule for a single unit from initial planning to 
in-service--I am talking about the plant itself, not the transmission--can be 
reduced to something like seven years or less. 


11:40 a.m. 


Mr. Donovan: There is one oversight I should rectify. I forgot to 
mention that our slide projector operator is Norman Aspin. When he is not 
working as a slide projector operator, Norm is president of the Canadian 
Nuclear Association. 


As I mentioned earlier, our presentation is going to concentrate on base 
load forecasts. Traditionally, Hydro has used some of the hydraulic generation 
on the St. Lawrence and Niagara hydraulic plants and nuclear stations to meet 
its base load. Coal has been used for intermediate loads and the bulk of the 
hydraulic capacity has been used for load following and to meet daily system 
peaks. 


This first figure--I expect you have seen it before--is from Ontario 
Hydro's September 1985 presentation to this committee. It indicates that base 
load generation is approximately 50 per cent of the system's peak demand. That 
is the percentage we are going to use in our subsequent calculations and in 
our projection of base load requirements. 


There are some demand management schemes possible that could take some 
of that peak and put it down into the base load. If that were to happen, it 
would only tend to make our projections more conservative. Stated differently, 
what we have been presenting here would understate, as opposed to overstate, 
our base load generation requirements. 


We calculated what we believed Hydro's base load requirements would be, 
on the basis of the three load growth scenarios they have examined--the 0./ 
per cent, the 2.5 per cent and the 4.3 percent. All we have done is we have 
taken the 1985 peak, 20.5 gigawatts, multiplied it by 1.25 to get our 25 per 
cent reserve capacity, multiplied that by 0.5 to get the base load and 
escalated it at 0.7 per cent per year to 2000. That gives us a year 2000 
requirement of approximately 14 gigawatts in the 0O./ per cent case, 18.5 
gigawatts in the 2.5 per cent case and 24.5 gigawatts in the 4.3 per cent 
case. Note that we have indicated Hydro's current total of what it has 
existing, plus what it has committed in the hydraulic and nuclear, which Have 
traditionally been their base load sources. 


Mr. Sargent: Sorry. What is this for? Are you going to try to sell 
us another plant? What are we talking about? 


Mr. Donovan: I am going show you that we believe the base load 
requirements Hydro is projecting are inadequate. 


Mr. Sargent: On what? Base load requirements on what? On the current 
plants we have? 


Mr. Donovan: Current existing, plus those they have committed, are 
certainly inadequate to get us to 2000. We will in this presentation 
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demonstrate to you two things. One is that Darlington units 3 and 4 are 
required. I believe they should be looking at this point at the next four 
units at Darlington. I did not say commit them at this time, but I believe 
that Hydro's projections of their base load requirements over the next 15 
years are inadequate. 


Mr. Sargent: Are you changing the game plan for Darlington? 


Mr. Chairman: No, no. Mr. Sargent, let us let them finish their 
presentation before we get argumentative. Please. Thank you. 


Mr. Donovan: If you look at their total existing and committed base 
load capacity, it comes to about 15.5 gigawatts, enough to meet the low growth 
scenario but not enough to meet the 18.5 gigawatts required in what Hydro has 
characterized as the most probable growth scenario. They can meet the Q./ per 
cent case: In the 2.5 per cent case, their current existing plus committed 
capacity is on the order of 2.9 gigawatts low. In the 4.3 per cent case, it is 
on the order of 8.4 gigawatts low. 


There are a lot of ways one could go about meeting shortfalls such as 
this. Whether it is zero or 8.4 gigawatts, there are a lot of options 
available. There are several points I should make about what we believe are 
the most likely ways those shortfalls would be met. The relative 
attractiveness of each of the five options that have shown; the purchases, the 
coal, the nuclear, the conservation and the hydraulic; we are going to address 
separately, myself and my colleagues. We will go through each of those and 
give you some assessment in a format similar, in our opinion, to what your 
consultants did for you about how attractive we think each of those options 
will be. 


I should also point out the question marks. A number of these figures 
are somewhat subjective. We will be addressing some of them a little bit later 
on. They all either come from or are derived from figures and facts already 
presented to this committee. To cite an example, for nuclear the 1./ gigawatts 
are arrived at by taking Ontario Hydro's testimony to the effect that they 
could get two more Darlington-sized units on line by 2000. According to the 
information that Don Lawson gave, we believe that more than two units could be 
brought on line by 2000. We have continued to use the data previously 
presented, but a lot of these figures are somewhat subjective in nature. 


Another feature on this slide I should point to are the asterisks. We 
have chosen to call these indigenous resources. We will be discussing this a 
little bit more in a moment. We are calling them that because the bulk of the 
economic impact associated with those alternatives, the economic benefit, 
would fall to Ontario. Purchases, as we see it, create an unfavourable balance 
of payments for the province and send jobs outside the province. 


The coal stations would be manufactured in Ontario and the construction 
jobs associated with those stations would fall in Ontario. That benefit would 
accrue to Ontario, but the big job generator associated with coal plants is 
the mining of the coal. In all probability, that would have to come from 
outside the province, whereas the economic benefits associated with the 
nuclear, conservation and hydraulic options would primarily accrue to this 
province. 


_ As we look at base load generation, we see that the indigenous options 
are insufficient to meet even what Ontario Hydro calls its most probable load 
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growth case. If you recall, the most probable case led to a shortfall of about 
2.9 gigawatts. Our indigenous resources will give us about 2.1 gigawatts. 


Furthermore, to meet the high-load-growth case Hydro is looking at, 
which resulted in the 8.5-gigawatt shortfall, all those options would have to 
be implemented. Some of them are not awfully desirable. In particular, the 
purchases, the coal and some of the others are quite unattactive for this 
province. Perhaps a good way to continue the discussion at this point would be 
to profile each of these five options and to take a look at how we assess 
their attractiveness to Ontario. 


11:50 a.m. 


The first one is coal. From a cost point of view, on Hydro's system and 
based on Hydro's experience, coal is not their most cost-effective source of 
power generation. By and large, nuclear and hydraulic beat coal. On the other 
hand, coal is better than some of the really poor options, such as gas 
turbines, which happily, we have not had to rely on too heavily in this 
province. We have rated it good. Reliability and security are both rated as 
good. The generating unit would be here in the province. The coal would come 
from outside the province but in all probability from within Canada. We 
believe the operating record of coal plants is fairly good. It is a fairly 
reliable source of power. 


Risk, flexibility and lead time are all good. Certainly with coal-fired 
plants running in the range of four to six years to get into operation, they 
are better than some of the alternatives and worse than some of the others. We 
believe coal falls kind of short in the provincial factors shown below. We 
believe we would be exporting jobs if we went with coal-fired plants, for the 
- reasons I mentioned earlier. The environmental impact of coal-fired plants 
from many points of view, including acid rain and others, is not very good. If 
we had to go out and build new coal-fired plants in this province, we believe 
the public and political support for coal-fired plants is not very good. 


The next of the options we would like to profile is purchases. I am 
going to ask John Gardiner to address the attractiveness and the profile of 
purchases for us. 


Mr. Gardiner: The purchases we are considering here are those from 
new hydraulic plants in Manitoba or Quebec, essentially the potential second 
phase of the Baie-James project, and the associated long-distance, 
high-voltage transmission systems that are required for the delivery of power 
to Ontario. 


We have rated costs as good based on Hydro's!current information. It may 
be noted in this regard that it was reported to this committee that the cost 
of power from Hydro Quebec's Baie-James project, that is the existing one to 
their grid, in 1984 was 2.8 cents per kilowatt-hour, which compares with 
Ontario Hydro's nuclear energy costs to the Ontario grid of 2.2 cents a 
kilowatt-hour. We consider it unlikely that this differential could be 
improved with the construction of new plants in Quebec yet to be built. On 
this basis we have rated the cost as good. 


We have not rated reliability and security of supply at the excellent 
level that hydraulic resources might normally obtain, but recognizing the 
transmission line reliability and security over those long distances, we have 
rated that at the good level. Again, with risk, flexibility and lead time, the 
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main aspect that would take it down from the higher realms is the flexibility 
to the province related to long-term commitments on power contracts. 


With regard to the provincial factor, the impact on the economy has been 
assessed at the lower end of the scale, largely reflecting the loss of 
construction employment at the generating plants built outside of the 
province. Environmental impacts in Ontario are mainly associated with the long 
high-voltage transmission lines, and our assessment of good reflects this. 


The high assessment in the area of political-public support has been 
tempered by our views on the impact on the economic activity and the loss of 
employment in Ontario as a result of construction outside the province. That 
in essence is our assessment of the purchase profile. 


Mr. Donovan: The next profile is nuclear, and 1 ask Don Lawson to 
profile the nuclear. 


Mr. Lawson: The cost benefits of nuclear power have already been 
well established in Ontario where the direct comparison is with coal. Similar 
cost advantages have been seen and have come to pass in both New Brunswick and 
in Korea, where the Candu not only is outperforming the coal and oil 
alternatives but is also outperforming the competitors’ pressurized water 
reactor units of comparable size. Our ongoing efforts to look at product 
improvement and cost reduction, as I mentioned earlier, will ensure that these 
costs can reduce in real terms. 


In terms of reliability and security, Candu's performance with six 
reactors in the top 10 of the world's list of lifetime capacity is testimony 
to the reliability of the system. This outstanding performance and the 
security from plentiful indigenous supplies of inexpensive natural uranium 
provide an excellent rating for reliability-and security. 


Mr. Sargent: That is a crock. 


Mr. Lawson: In terms of risk, flexibility and lead time, I have 
already mentioned there are strong reasons to believe that lead time for 
nuclear units can be significantly reduced. This, in turn, reduces the 
interest costs. 


Candu has also shown itself to be a flexible system. Its alleged 
inability to load-follow is unfounded. Not only is Candu reliable in a stable 
system, such as here in Ontario, but it has also been performing well in grids 
that are less stable and have large variations in loading. In Cordoba, 
Argentina, where grid limitations on the plant stop the distribution of some 
power, the reactor has been effectively load-following for much of its life to 
date, with very satisfactory results. 


The organizational changes we envisaged will harness all the best skills 
available, and in our view this is by far the best way of minimizing any risks 
to the program. 


In terms of economy, the nuclear industry in Canada provides something 
of the order of 30,000 jobs, many of them in the high-technology sector and 
most of them in Ontario. The total industry's annual contribution to the 
economy, including all the other aspects mentioned, is more than $3 billion. 
This puts it in the same league as chemicals, automobiles, communications 
equipment, metal refining and smelting. Using uranium rather than coal has 
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already saved Ontario more than $5 billion in foreign exchange, and by the 
year 2000 the accumulated benefits will be of the order of $15 billion. 


In terms of the environmental impact, nuclear power's beneficial impact 
on the environment is significant. The example of the reduction in emissions 
compared with coal-fired power plants is well known. Nuclear plants are safe 
and have emissions that are well within the regulatory limits. 


In terms of political and public support, one cannot claim universal 
political enthusiasm or public enthusiasm for nuclear power, but it is fair to 
say that since its inception the Canadian nuclear program has received vocal 
support from political leaders. 


Contrary to reports that suggest half of the Canadian public is opposed 
to nuclear power, surveys we have conducted indicate that only slightly more 
than 50 per cent of Canadians have made up their minds on the issue, and those 
are evenly divided between both support and opposition; 17 per cent of the 
population is absolutely opposed to nuclear power. In Ontario, 33 per cent are 
in favour and 21 per cent are absolutely opposed. Those are figures from 
surveys done last year. It is on that basis that we believe the profile 
assessment in that category should be good. 


Mr. Sargent: If it is that good, why can you not sell some? You 
cannot sell any now. 


Mr. Lawson: In the world market there were no orders last year 
except to their own manufacturers in France and in Japan. The only letters of 
intent that came out were for Turkey, which we obtained. The previous year was 
the same. If you look at the pattern, there have been very few orders, and we 
have been fairly successful in the orders that have been available; for 
example, our orders in Romania. * 


Mr. Brandt: Is it not also fair to say that the political realities 
in some countries have made it virtually impossible for Candu to be an 
exportable item? I speak specifically of a country I visited not all that long 
ago, namely, Taiwan. They would have been most anxious to put two, three or 
more Candus in that country, but we lost that business to the United States as 
a result, right or wrong, of political realities. 


Mr. Lawson: There is some truth in that. We have to get the formal 
agreement before exporting nuclear products, and there are some countries 
where that approval is not forthcoming. 


In the situation in Taiwan, they had not invited us to bid on their last 
round; in fact, they had awarded letters of intent to an American company for 
their next nuclear power plant. When their program starts again, they will 
probably start that process again before we will have an opportunity to get in 
there. 


We are in a situation where there are restraints such as that. We look 
at the opportunity and see what case we can make. If we think there is a good 
opportunity and the objections are not strong and may be influenced by the 
prospects, we will take that case forward. 


12 noon 
Mr. Brandt: Would the federal government prohibit you from selling a 


nuclear reactor to Taiwan? Could you sell one, if they encouraged you to make 
a bid? 
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Mr. Lawson: I do not think I can talk for the agreement, approval or 
otherwise of the federal government. As you have described, there is a 
position there at present, and I am not in a position to comment on their 
future judgement on that. 


It is a requirement that these do get permit approval for the selling of 
these power plants. We would have to go through that process. 


Mr. Chairman: Have you completed, Mr. Lawson? 
Mr. Lawson: Yes. 


Mr. Donovan: I would like to profile the next of the options we had 
listed on our previous slide, namely, conservation. 


In the cost area, we have rated conservation as good. Ontario Hydro's 
figures range from poor to excellent for what it would cost to implement 
various conservation measures; we have rated it as good. 


Reliability and security are generally pretty good; in fact, in some 
areas they are excellent. To the extent that conservation measures are 
implemented through capital expenditures that are made, such as in upgrading 
motors, improving insulation and that kind of thing, reliability is excellent. 
To the extent that conservation measures depend on people's attitudes and 
behaviour, reliability is perhaps not so good. 


We could look, for example, at the response of the public on 
gas-guzzling automobiles. Once the perception that there is a problem starts 
to fade, they seem to revert to their old behaviour, notwithstanding the fact 
that even at today's gasoline prices, it is clearly cheaper to buy and operate 
a more fuel-efficient car. = 


To the extent that we are relying on public attitudes for conservation, 
perhaps the security of that source is not as good. Overall, however, one 
would have to rate conservation as good on reliability and security. 


Lead time on conservation ranges from fair to excellent. Certain things 
you can do inmediately, although as Ontario Hydro pointed out in its 
testimony, certain activities, programs and behaviour modification things that 
have to be done could take as much as five to 10 years to get in place. 


Flexibility: To the extent that you are relying on conservation that 
does not come to pass, you have in some ways degraded your flexibility with 
regard to what options you can chose. 


* Overall, on lead time and risk flexibility, we have to rate conservation 
as good also. 


On the provincial factors, on both the economy and political and public 
support, we would have to rate conservation as excellent. The only 
qualification I put on public support is that public support of conservation 
is excellent in a general sense, but given the degree to which dependence on 
electrical energy and the conveniences associated with it permeate our 
day-to-day lives, I believe public support would erode rather rapidly if the 
conservation measures we were ,espous ing or trying to put in place 
significantly affected people's lifestyles. 


With that one qualification, we would rate conservation as excellent, 
both on the economy and on public support. 
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Environmental impact: I suppose the initial reaction would be to say 
that conservation is super with regard to environmental impact; if you do not 
generate the energy, there is no impact on the environment. On the other hand, 
to the extent that we either overseal our houses, as has been done in some 
areas, or use technologies or materials we do not thoroughly understand and 
think we do, such as urea formaldehyde, or people start utilizing wood as has 
been done in some areas to heat homes to avoid electric energy consumption 
with resultant adverse impacts on air pollution, woodlots and so on, the 
environmental impact of conservation is not necessary totally benign, but it 
is at least good and maybe arguably excellent. 


Mr. Snell: On that one point, you say that using technologies we do 
not understand might rate conservation as negative; what about the 
technologies we do not understand regarding disposal of spent fuel? If that 
logic applied to nuclear, why would we rate environmental impact as excellent? 


Mr. Donovan: I will turn that one over to Don Lawson to answer. 
Before I give him a chance, however, I want to say I believe the technology 
associated with processing and disposing of nuclear fuel is well understood. 
What we do not have in hand is the political process. 

Mr. Snell: I see. 

Mr. Sargent: Understood by whom? 


Mr. Donovan: By the people working in the field. I do not know that 
the public is generally-- 


Mr. Sargent: Who is working in the field? AECB? 

Mr. Lawson: At the last session, we teuched quite a bit on the waste 
issue. We did offer an invitation to your committee to visit the facilities at 
Whiteshell, which is doing all the work on waste management, and have an 
in-depth presentation of the technical aspects of the program. Regarding the 
technical aspects, I endorse what Mr. Donovan has said. 


Mr. Sargent: Why can you not clean up the mess at Douglas Point 
right now? There is a hell of a mess there. 


Mr. Lawson: I do not accept that. 


Mr. Sargent: We had the boss man from AECB here, and he did not know 
what he was talking about. 


Mr. Chairman: Let us wait until the presentation is completed, Mr. 
Sargent. I have been fairly liberal with you since it is your birthday. 


Mr. Ashe: Too liberal. 

Mr. Chairman: Perhaps too liberal at times. 

Mr. Sargent: Get them back on track. 

Mr. Chairman: Mr. Donovan, I think you should take us back on track. 


Mr. Donovan: Thank you. I will try to do that. At this point I will 
turn the discussions over to Mr. Gardiner, who will profile hydraulic for us. 
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Mr. Gardiner: Which is Ontario's traditional energy resource and 
currently provides about one third of Ontario Hydro's electrical generation. 


First, the remaining hydraulic potential in the province is generally at 
less favourable sites than those that are being developed. Hydraulic 
generation in general is characterized by high capital costs but low operating 
costs and a long service life. In this regard we have rated the weighting as 
good because these costs can vary from excellent to, in some cases, quite 
poor. We may be a little low in that rating; nevertheless, that is where it 
is. 


In terms of liability and security, impact on the economy and general 
public support, we have assessed those as excellent, although we recognize 
there is opposition and some concerns in local situations. 


With regard to risk flexibility and lead time, and lead time in 
particular, a hydraulic project is good and is not likely to be significantly 
less than Don Lawson's improved schedule for a single nuclear unit. We 
normally estimate about seven years on that. 


In terms of environmental impact, the range is from excellent to not so 
good and is very site-specific; we have therefore given a weighted assessment 
of good under that category. 


I might add that while the hydraulic option has been given a generally 
high assessment, the potential economic sites remaining in Ontario have 
generally low energy generation compared to lorie installed; that is, a low 
energy content. 


As was indicated earlier, this hydraulic generation would make only a ° 
small contribution to meet base load requirements, which we are dealing with 
to a degree at the moment. However, the hydraulic generation is well suited 
for the peaking and intermediate load generation, which is also an important 
part of future planning. 


12:10 p.m. 


Mr. Donovan: What I would like to do is summarize these profiles you 
have just seen in a format similar to what your consultants did for you 
previously. Before I draw conclusions from this slide, let me point out one or 
two gross observations with respect to it. 


First, as far as the alternatives go, it is the assessment of this panel 
that nuclear, hydraulic and conservation are clearly more attractive; there is 
an obvious break-point relative to purchases and coal. I do not believe it 
matters too much whether one quibbles over one or two of the ratings and 
exactly where some of those Xs should be. Whether it is nuclear 9 or 10, 
hydraulic 8 or 9, conservation 10 or 9 or whatever, the point is that those 
three are the relatively attractive ways to go, and we believe coal and 
purchases are the less attractive ways to go. 


The basic problem with conservation and hydraulic is that we believe 
there is limited potential capacity there. The two most attractive are 
hydraulic and nuclear; those are the best options. I could throw conservation 
in there also, to the extent that it is available. The hydraulic contribution 
is limited by the number of sites available within Ontario. Similarly, we 
believe conservation is fairly limited. 
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The nuclear contribution is essentially unlimited in terms of capacity. 
The only thing we have to do is look far enough ahead; there is sort of a lead 
time requirement there. We have to be able to look and plan far enough ahead 
to do a good job of managing our business; but the nuclear contribution is 
essentially unlimited. 


In summary, we would make these points. 


We urge the select committee to recognize the dangers inherent in 
placing too much confidence in unproven technologies for which we do not have 
a good database from which to make extrapolations and draw conclusions or for 
which we just do not have the infrastructure in place to implement those 
technologies. 


We point out that the province has well-tested and successful 
alternative technologies in its indigenous supply. We believe those are by far 
the best options for this province in meeting its base load requirements. 


Finally, we believe planning for base load requirements for the period 
to the year 2000 must be addressed now because if you wait too long, you 
continue to lose or pre-empt certain options you would have if you planned 
ahead and planned for your base load requirements. 


That summarizes and completes our comments. Before any questions, I want 
to say on behalf of myself and the other members of the panel that we 
appreciate this opportunity to meet with you today and express our views on 
these subjects. Thank you for that opportunity. 


Mr. Chairman: Thank you, Mr. Donovan. I am sure that should provoke 
some thoughtful questions. — vane : aa 


Mrs. Grier: I apologize for missing the beginning of your 
presentation. Perhaps you shared with the committee whether your conclusions 
are based on statistics, analysis and costs that you can share with us or 
whether they are essentially conclusions based on your experience and more 
subjective analysis. 


Mr. Donovan: Our conclusions fall into several categories. If you 
look at the early part of our presentation, with the statistics, the numbers 
and the projection of load growth, that is all based on data that has been 
presented previously to this committee. 


Mrs. Grier: Independent data or Hydro data? 


Mr. Donovan: It is a combination of both. I am not sure when you 
came back in-- 


Mrs. Grier: I have read your slide presentation. 


Mr. Donovan: You see the Xs on the profiles. While we tried to make 
the basis for that as quantitative as possible, where one puts some of those 
Xs is somewhat subjective in nature and is a matter of opinion. Even within 
our own panel, we had some interesting discussions over where some of those Xs 
should go. 


Mrs. Grier: In your summary, you urge us to recognize the dangers of 
placing confidence in unproven technologies. If we do not establish a database 
and provide ourselves with a basis for comparison among the various options, 
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how are we ever going to know whether these technologies are good, bad or 
indifferent? 


Mr. Donovan: If I were planning for the province's base load 
requirement, I would proceed as follows: First, I would make very sure that I 
had in my plan adequate lead time to implement the nuclear, hydraulic or 
coal--however I was going to make that base load requirement--if some of these 
alternatives did not work out. 


I would not count on conservation; on the other hand, 1 would not count 
it out. I would try some of these programs and get them in place. I would see 
how time-of-day pricing works. Hydro has already testified that in the course 
of about a year of testing on time-of-day pricing, there has been some 
favourable feedback and some encouraging results. 


Those alternatives need to be tested and tried. My only point is that I 
do not think we should be proceeding three, four or five years down the pi 
assuming that some of these things are going to work out based on somebody s 
experience in San Francisco or some place; then all of a sudden we find out 
they do not work. 


Mrs. Grier: You said in reply to Mr. Sargent's question that the 
technologies for disposal of nuclear byproducts were in your opinion proven. 
In terms of long-term disposal you are talking about the Canadian Shield 
varying within the kind of disposal. Where has that been proven? 


Mr. Lawson: It has been proven in the work we have been Sit at the 
Whiteshell nuclear research facility. 


Mrs. Grier: But over time it Hae never been tested. The future 
consequences are unknown. 


Mr. Lawson: In all these activities you have to make predictions of 
what you expect in the future and test them against various activities, such 
as the laws of nature. The work that has gone on has been to make predictions, 
to look at those predictions and to assess the level of safety to see if that 
is believed to be adequate. As we mentioned previously, this is all in written 
reports which are available to the public. 


Mrs. Grier: How does that kind of process differ from examining 
experiments in conservation and efficiency in other jurisdictions with similar 
characteristics to our own and using those data on which to base a conclusion 
about that option? 


Mr. Lawson: Part of that can be done. As Mr. Donovan says, we are 
not saying that should not be done, but it should not be done on the basis of 
running out of time and then being able to use some of the other options. 


Mr. Sargent: I think your use of the word "'proven'' is pretty loose. 


How do you plan to mothball or bury plant, even forgetting about the spent 
fuel rods and the 35,000 tons of water? How do you plan to get rid of the 
water and the spent fuel rods and how do you bury plant? 


Mr. Lawson: The water is very good. It is very useful and does not 
deteriorate. 


Mr. Sargent: What are you going to use it for? 
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Mr. Sargent: In Canada? 
Mr. Lawson: Wherever people are buying Candu reactors. 
Mr. Sargent: They are not buying Candus. You know that. 


Mr. Lawson: We are not bidding on the basis that no one is going to 
buy. 


Mr. Sargent: How are you going to bury plant? It is going to cost $1 
billion to bury Three Mile Island. 


Mr. Lawson: Looking at the plant, there is a whole range of 
different activities of components in a power plant. Obviously, the most 
active ones are related to the fuel. Fuel waste has been discussed. Then you 
get the components that have been closest in to the centre of the core that 
have some intrinsic activity because they have been exposed to high levels. If 
you leave those for long enough, they will decay down to a level considered 
acceptable for relatively routine burial underground. 


Mr. Sargent: Where are you going to bury it? 


Mr. Lawson: In facilities that are ultimately approved for such 
activity. 


Mr. Sargent: -Where? 
Mr. Lawson: The sites have not yet been chosen. 


Mr. Sargent: By the year 1990 or something like that? Your target 
date is 1999, is it not? 


Mr. Lawson: There is a program in place for waste disposal. The 
activities on plants that are currently closed down, such as the Douglas Point 
one you referred to, have been put into a safe state where it can then decay. 
It can decay there for a very long time without-- 

Mr. Sargent: It will decay in 50,000 years. 

Mr. Lawson: No, it is much less than that. 


Mr. Sargent: That is the life of it. Did you ever read the books on 
that stuff? 


Mr. Lawson: That is not the life to dismantle a station like Douglas 
Point. 


Mr. Sargent: It is. 

Mr. Lawson: It is not. 

Mr. Sargent: I will send you some material on it. 

Mr. Lawson: I am very well aware of that. There is natural inherent 


activity. These things do decay down. They are not like some of the poisons, 


such as arsenic and zinc. Radioactivity does decay with time. It does not take 
50,000 years. 
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Mr. Sargent: What do you call time? 

Mr. Lawson: It depends which isotope you are looking at. 

Mr. Sargent: You are talking thousands of years. 

Mr. Lawson: No, less than that. 

Mr. Sargent: Less than thousands of years? 

Mr. Lawson: Yes. 

Mr. Sargent: All right. It is like a cat starting up a 100-foot 
pole; not knowing how to get down, he keeps on climbing. He is at the top and 
if no one rescues him, he is a dead cat. As we build more plants, we climb 
higher on the nuclear pole. In each case, we assume that in 30 years someone 
will know how to rescue us. You are putting us in this mess now. 


Mr. Lawson: I have not seen many cats up poles. 


Mr. Ashe: Can you give us the basis of your quote that you read so 
well? I am interested. 


Mr. Sargent: In Toronto we have the most volatile plant in the world 
on our doorstep. There are all kinds of alternative power in Quebec and 
Manitoba. Why do-they not have nuclear power in Quebec and Manitoba? 

Mr. Lawson: They do have nuclear power in Quebec. 

Mr. Sargent: Where? 


Mr. Lawson: The Gentilly two-power pump, which is operating very 
well. 


Mr. Brandt: It is at Trois Riviéres, is it not? 

Mr. Lawson: It is right opposite Trois Riviéres. 

Mr. Sargent: Why can we not buy power from Quebec and Manitoba? 
Mr. Chairman: Mr. Sargent, we are straying. 

Mr. Sargent: He has not solved the waste problem yet. 

Mr. Chairman: You had a supplementary and it moved on. 

Mr. Sargent: Your boss did not know either. 


Mr. Chairman: We will go to a very clear and concise question from 
Mr. Haggerty. 


Mr. Haggerty: In your summary you say, ''The panel urges the select 
committee to recognize the dangers inherent in placing undue confidence in 
unproven technologies.'' Can you enlighten us on what you are referring to? 


Mr. Donovan: In sponsoring or promoting conservation or so-called 
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alternative technology or soft technology, or any number of solutions that are 
sometimes promoted for electrical energy generation, I believe a lot of those 
technologies are either unproved, not well thought through or ill advised. 
They run the scope from wind power to any number of other technologies that 
have been promoted. 


Mr. Haggerty: But wind power has been successful in California. 
Mr. Donovan: It depends who you talk to. A lot of people-- 
Mr. Haggerty: Witnesses before the committee have indicated that. 


Mr. Donovan: Let me give you an alternative impression by those--and 
I am not one of them because I do not live near them--who are opposed to them. 
They are dangerous, noisy, uneconomical and environmentally hazardous. The 
only reason they exist is that those things out there in California at 
Altamont Pass are not wind farms, but tax farms. They get favourable tax 
treatment down in the United States. 


That tax treatment is being removed and there is a hue and cry among the 
people who promote these things and who have built a big business around 
putting little windmills out in Altamont Pass, for all the good they do. They 
are also not 100 per cent reliable. Obviously, it depends on wind conditions. 
I would put them right into the category of unproved technology. 


Mr. Haggerty: Are you suggesting that the experiment on wind power 
Ontario Hydro is now carrying out in Hudson Bay or James Bay is a waste of 
money? 


Mr. Donovan: I am not suggesting any such thing. Wind power may have 
application in certain situations. For example, one can think of remote, 
isolated areas where only a little block of power is needed, or intermediate 
or peaking power. Remember, our presentation is aimed at base load. You cannot 
get base load out of something that only happens to operate when the wind is 
blowing. 


Mr. Haggerty: Witnesses who have appeared before the committee in 
the past couple of weeks have been stressing conservation. Even Ontario Hydro 
has stressed that in its discussion papers. You are suggesting that some of 
the proven technology or guidelines established by government agencies in the 
United States may not be functioning as well as they should. 


Mr. Donovan: I think everyone on this panel strongly supports 
conservation. If you implement your conservation such in a way that you do not 
do anything foolish, such as sealing up homes to the point where they are 
unhealthy, if you avoid such pitfalls, it is hard to argue against 
conservation. About all that happens with conservation is some people in 
mining or power generation or some area may lose jobs because we conserve, but 
we cannot justify profligacy or wastefulness just so people can continue to 
have jobs in coal mining or some other area. Clearly, conservation is an 
objective for which the province should be striving. 


Sometimes disagreements develop over how much we can expect to get from 
conservation. I believe that is the fundamental area of uncertainty and risk. 
As I indicated earlier, to the extent we can get some of these programs in 
place and they demonstrate their effectiveness and the public accepts then, 
that is super. We ought to do that. ' 
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Mr. Brandt: I am a little concerned about the figure you used 
earlier in your presentation about the lead time for bringing on new power 
being in the order of seven years. That is about one third of what they are 
now estimating it will take for a nuclear facility in the United States. 
Because of the difficulties that country has had in many areas, it is now 
looking at 15 to 20 years. Even the most optimistic estimates I have heard in 
submissions to this committee have been in the order of 10 years. 


When one considers the difficulty we have had in developing power lines 
because of environmental objections, and otherwise getting power out of the 
Bruce, when one looks at some of the realities of the mid to late 1980s, do 
you think that estimate is realistic or overly optimistic? 


Mr. Donovan: We made some projections of time to bring various 
plants on stream. Are you talking about nuclear plants specifically? 


Mr. Brandt: Yes. I thought you were referring to nuclear. 
Mr. Donovan: In that case, I will turn it over to Don. 


Mr. Lawson: The comments I made were based on some experiences. 
Recently, we have gone through the whole environmental approval process in New 
Brunswick. That process started with a letter dated July 18, 1983, and by June 
14, 1985, the process was complete. That was not an easy process either. 
Because there was an involvement by us as a federal agency and by the local 
provincial agencies, it had to be a joint environmental exercise between the 
two jurisdictions which introduced a new involvement in the process. The 
process took that amount of time. 


Regarding the work going ahead for Point Lepreau 2, there is a new 
approach to the licensing approval by the Atomic Energy Control board, which 
is quite separate from Atomic Energy of Canada Ltd. It is a separate 
regulatory agency. The aim on the part of both parties is to get enough from 
the licensing arrangement so everyone knows precisely where he stands on 
nuclear licensing and there are no problems or delays during the construction 
period. We made the statement on that basis. 


For the plant, not the transmission facilities, the time frame of two 
years is not unreasonable. In terms of construction, we built a plant in five 
years. Admittedly, it is an overseas plant, but we see no reason why that 
cannot be repeated in Canada. That is the basis on which we are bidding future 
plants as well. 


12:30 p.m. 


Mr. Brandt: I do not doubt a plant can be constructed, but a plant 
without transmission lines or without the wherewithal to deliver the power is 
not bringing a plant on stream in the true sense of the words in that 
seven-year time frame. I am looking at the complete project. I am not being 
argumentative when I say this. If we look at where we are now, the surplus 
safety gap we want to develop in Ontario Hydro, the demands of future 
industrial growth and all the conservation factors added into that equation, 
we have to look at what would be the shortest time frame in which we could get 
a plant on stream, recognizing that the longer we leave the decision, the more 
answers we will have to some of these very difficult questions. 


We have looked at a number of presentations about conservation, but you 
cannot snap your fingers and have conservation in place in a more effective 
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way within a year or two. There is a long time frame involved in that as well. 
With the new Environmental Assessment Act we have in Ontario and with an 
increased knowledge and sometimes an increased level of objection to the 
construction of these kinds of power lines, as well as the kinds of plants we 
are talking about, seven years is probably not a realistic time frame. The 
longer I sit on this committee the more I think the 15-year period looks more 
realistic. 


Mr. Haggerty: They were exempt from the Environmental Assessment Act 
for Darlington and there are still about 14 years. 


Mr. Charlton: You guys would not (inaudible). 
Mr. Chairman: Let Mr. Lawson answer the question. 


Mr. Lawson: We need to look at how we can speed up the process. To 
go through a long process is extremely time consuming and cost consuming. I 
said earlier it was based on a good experience in another province. Instead of 
a process that is going to take longer and longer--and the United States 
process is quite different from ours. There is a lot of pressure there to try 
to get that process down to something like a seven-year time frame. There were 
papers presented at the last American nuclear forum conference along that same 
line in which our US competitors were looking at a seven-year time frame. 


There is no way you can plan sensibly on a frame of 15 years. We have to 
ask ourselves why not, instead of assuming that this prediction goes on. What 
do we have to do to satisfy all the people in two years? Two years is a long 
time. Why can we not get that approval in two years? 


Mr. Brandt: I do not disagree with you. I am dealing with the 
realities as opposed to what one might liké to see happen. I raised the point 
only because, with the current information we have before us, seven years 
appears to be overly optimistic. I wanted to make that point and to see what 
your response was. 


Mr. Aspin: Could I make a quick comment on Mr. Brandt's question? It 
is my understanding that if another plant were built on the Darlington site, 
additional transmission facilities would not be required. On that basis and on 
AECL's experience we suggest the seven years is achievable. 


Mr. Brandt: I could counter that by saying no one has been able to 
answer the question yet as to when we will be able to release the energy out 
of Bruce as another factor in the entire argument. The debate is still raging 
about which of the various transmission options might be the most acceptable. 
I accept what you say, sir. It is a valid point. 


From everything I have read, and I am not privy to all the depth of 
material Mr. Sargent has accumulated over the years on this subject--and I 
would publicly like to wish him a very happy birthday and to thank him for 
sharing his cookie with all of us on this committee. 


Mr. Sargent: I will buy you a drink, Andy. 
Mr. Brandt: I will accept that as well. 
I believe the nuclear industry in this province--essentially this 


country when you speak of this province--is probably the most reliable and 
dependable in the entire world. We are extremely competitive. We have had a 
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certain reservation that has been brought about through a number of political 
realities that I touched on earlier about the sales of our product to other 
countries. Since I do not have this information at hand, could you give me 
some indication of the sales that have been achieved to date, the number of 
individual units, the approximate gross value of those units and to which 
countries they have been sold? Do you have that information at hand? 


Mr. Lawson: I do not have it at hand. Going back to the earlier 
program, the countries we have sold to are India, Pakistan, Argentina, Korea 
and Rumania, and we have plants running in New Brunswick, Quebec and Ontario. 
We have dealt directly with those countries and we have made service sales, 
not Candu sales, in other countries. 


At present we have bids in Korea and we are in the process of putting 
bids into Yugoslavia. In Turkey, we have a letter of intent where we are 
looking at the financing. We are working with nuclear activities in other 
countries. We have ongoing activities in Japan and Italy as well. 1 cannot put 
a value on the whole lot today because it is dollars that range over a number 
of years. In order to put it into perspective to understand it, you need to 
put it into today's dollars. 


Mr. Brandt: How many of the top 10 nuclear reactors in the world at 
present would be Candu in terms of reliability? 


Mr. Lawson: Of the top 10 in 1985 1 think there were four. The 
second one was Point Lepreau, the next one was Bruce unit, the Korean unit was 
sixth and then one of the Pickering units, as I recall. I am going from memory. 


Mr. ces The typical range is from four to six going back over a 
number of years. 

Mr. Lawson: I have the figures here. Point Lepreau's capacity factor 
last year was 97.4. The next Canadian unit was Bruce at 94.9. The fifth was 
the Korean Wolsung unit at 94.3. The seventh was Pickering Unit / at 92.9: 
four out of the top 10. If I may I should add that in terms of comparison the 
cost of electricity coming out of the Wolsung unit as quoted by the Korean 
Electric Co., translated into today's Canadian dollars, was 3.8 cents per 
kilowatt-hour. The cost from the competing units was 5.5 and 5.2. We are very 
pleased with that performance, which we hope will stand us .in good stead in 
the bidding situation. 


Mr. Sargent: What is your connection with Babcock and Wilcox Canada? 

Mr. Lawson: Babcock and Wilcox Canada is one of the suppliers of 
steam generators and heat exchangers to the,Candu nuclear program and has been 
from the inception of the program. 

Mr. Sargent: Why did the Ontario government bail them out when all 
their boilers went bad one time? It cost us $5 million to bail out Babcock and 
Wilcox. 


Mr. Donovan: I cannot comment on that, sir. 


Mr. Sargent: Why do they still do business with them? They would not 
pay for their own mistakes. 


Mr. Chairman: Mr. Sargent, I draw to your attention that Mr. Donovan 
is president of Babcock and Wilcox. 
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Mr. Sargent: I am sorry about that; so is he, I guess. 


ae Mr. Brandt: I think you had better offer him a piece of your cookie, 
ie. 


Mr. Chairman: Buy him a drink. 


Mr. Brandt: May 1 pursue one further question, if Mr. Sargent is 
through with his line of questioning: I want to ask a question regarding the 
different types of nuclear reactors that are currently in use. Has there been 
a circumstance where a country has purchased a light water unit, such as 
Taiwan or other countries that have purchased those kinds of reactors, where 
they have mixed the supply and gone to the heavy water Candu type? Is it 
impossible to make a sale into a country once it is committed, because of the 
interchangeability, or whatever is attractive to them of parts and expertise 
and those kinds of things? Or are there countries that run more than one type 
of nuclear power generating design? 


Mr. Lawson: Korea runs a light water reactor program from two 
different vendors. In the orders that are placed today, eight reactors that 
have been ordered are of the light water type and the one Candu reactor which 
came as the third in their program. Many countries have mixed the supply of 
reactors from different vendors and of different types. Some countries say it 
is appropriate to try and standardize on one so that you get consistency of 
the technology. If Korea, with its relatively developing technical 
infrastructure, can cope with two different types, and in the earlier part of 
the program Italy did that with three different types of reactors, then it is 
possible to enter markets. 


12:40 p.m. z 


We have a fuel cycle where, once the light water reactor is finished 
with its enriched fuel, with some handling that fuel can be used to get 70 per 
cent more energy out of it by putting it into the Candu reactor. This is what 
we call a tandem cycle. You take the fuel and put it first in the light water 
reactor and then in the Candu reactor. That means less waste and more 
utilization of that uranium. That can make it advantageous to a country that 
already has part of one program to buy Candu reactors as well. 


Mr. Brandt: I asked the question to understand whether the door was 
locked after you had lost a bid in a particular country, but you have answered 
that very well. 


Mr. Charlton: I would like to go back to the comments at the outset 
.of your presentation and those at the outset of the first panel presentation, 
both of which referred to the letter. You emphasized three points in your 
comments in referring to the letter from the ministry to Hydro. First, Ontario 
is the key province in maintaining a capable nuclear industry. What exactly 
does that reference mean? I assume it means that the expectation of 
international sales are not by themselves sufficient to maintain the nuclear 
industry in a strong position and it requires Ontario's continued 
participation to keep that industry viable. Is that correct? 


Mr. Lawson: I would not put it in such terms. The continued support 
I was referring to was this. If out of this province came a decision that 
said, 'We are not interested in any further Candu reactors, period,’ it would 
be a signal to the rest of the world that would say, ‘If that is the home of 
Candu reactors, why should we be looking at Candu reactors?'' That is the 


N-46 


extreme. In the export market there are possibilities which we referred to. It 
is a very tough export market. We do need support in the province. The 
definition of that support is one which can take a variety of forms. 


For a start, a very clear statement would be to say the option is needed 
into the future and have a very clear commitment on that. Another level of 
support would be to do some preliminary work on looking at how that next 
program could be committed and improvements in the program to make it more 
cost effective. The ideal level of support would be further orders from this 
province in the near future. 


We cannot claim it is essential to have an order tomorrow for a Candu in 
Ontario. That is not the case. It is going to be quite a struggle over this 
next three to five years to keep the option adequately alive. We have to see 
what orders we can get over that period of time. 


Mr. Charlton: You started out by saying that a decision by Ontario 
that we do not want any more Candus would have a negative impact out there. 
Let us for a minute assume that does not happen, and all that happens in 
Ontario is that because of the work we are doing and the work Hydro is doing, 
the decision is made that we do not need one; not a question of not wanting 
any more but not needing any more in the immediate future. Will your 
expectations for international sales carry that industry? 


Mr. Lawson: It is not easy to give a black and white answer to that 
because it is dependent on whether we are successful in those sales. We have 
inquiries, which is one stage of being asked to bid. The next stage is to get 
those orders. If we are successful in getting the orders we are going for this 
year, then we can survive in one form or another. It is another matter as to. 
whether we are strong enough to capture the market that we think could be 
caught. i 


As mentioned earlier, we think the product is a very good one. It has 
been developed by close collaboration with a lot of parties. There is very | 
strong support here from Ontario Hydro which our customers see and like 
because they look to Hydro as being a very efficient utility in its use of 
Candu. If we want to get the possible market that is there for Candu, we want 
to see an ongoing program of Candu in the province. That is not saying you 
commit at a particular date, or you say you are committing the billions at 
this point; but it means at least having a plan that once the load growth is 
clearly seen and the programs are clearly seen from a requirement point of 
view, then Candu is considered. 


Mr. Charlton: I participated in a session a few weeks ago with some 
delegates from Holland, who were here looking at Candu and obviously shopping 
around for a nuclear option for two fairly substantial nuclear power plants. 
During the course of conversations, both with them and with officials of AECL, 
it became very clear that although two of the three major political parties in 
Holland are supporting an investigation of the possibility of two major 
nuclear plants, the conditions they have put on acceptance of that option 
virtually preclude its viability for them, and at the very least preclude its 
viability in relation to Canada. It seems to me those kinds of restrictive 
things are something that is growing out there in the real world as to how 
other countries approach the nuclear power question. 


For example, one of the three major parties was opposing the nuclear 
option, two were supporting it; but the condition was that they had to find 
fuel supplies from a supplier who was prepared to take back the waste. I 
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cannot swear that they will not find that supplier somewhere, but they are not 
going to find one in this country. 


Mr. Lawson: A variety of requirements come from different people. In 
the Netherlands, the situation is the utilities have not yet come out with 
their inquiry document. If you ask those same politicians whether they are the 
people who are going to dictate what will happen to that nuclear program in 
the Netherlands, they say it is not them, that they have a part to play. Their 
program, as publicly described in Holland, is they have what they want and 
they also have what is a wish list. If there is a requirement as rigid as you 
Ne alae then it would not be easy for us or anyone else to compete in that 
market. 


There seems to be a good prospect of convincing the Dutch that Candu is 
a viable alternative to the one reactor they have at present. In their 
parliament they have agreed that they want to pursue a nuclear market and we 
have had quite a lot of encouragement from the various people we have talked 
to and worked with in the Netherlands that our safety is acceptable, that our 
reputation and the performance of Candu is acceptable to them, and we are 
aiming to try to get on the bidding list for those plants once the 
organizations are in place for inquiring for those plants and the inquiries 
are written. 


Mr. Charlton: My understanding from the people I talked to was not 
that they had a wish list, but a political must list and that both of the 
parties which are currently supporting the option will not proceed without 
guarantees of waste disposal outside of Holland. 


Mr. Lawson: No, that is not our understanding of the situation. 


Mr. Charlton: My understanding came from the Dutch delegates who 
were here, presumably the same people you were talking to. 


Mr. Lawson: Yes. We talked to a lot of people in-- 


Mr. Charlton: In bottom line, what is the real future in terms of 
being able to sell Candu on the international market? 


12:50 p.m. 


Mr. Lawson: We currently have a small percentage of the market that 
still is roughly five per cent. We predict a large market there in the future. 
In looking at it in detail from country to country, there are prospectives of 
getting that amount. We believe if we have a stronger industry back here, we 
would be able to increase that percentage quite considerably, which would 
bring additional trade and jobs into Canada, and into this province in 
particular. 


Mr. Charlton: As you have said, in Ontario, the performance ratings 
of the Candu program in the past have been among the best in the world. 
However, I would think that because of units 1 and 2 at Pickering and other 
things that are happening, the performance rating is going to drop somewhat in 
the next round of evaluations. That performance rating has been there since 
the beginning, and yet you are saying you have a very small share of the 
international market: five per cent. Why is it that we have been able to 
obtain such a small share of what has happened internationally? 


Mr. Lawson: The history is very simple. We were late into the 
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international market. At the time we did not have the marketing, support 
facilities and skills of our big international competitors in the United 
States. Also, at the period when the bulk of the world market was ordering a 
lot of nuclear power stations, we were having technical difficulties in 
providing enough heavy water to meet the requirements. All those factors meant 
we were not in a position to take advantage of the big buildup in the market 
at that point. 


Mr. Charlton: I go back to what you said about the negative impact 
of Ontario saying, ‘We do not want any more Candus.'' Earlier, Mr. Brandt 
raised the political question of why Taiwan picked US reactors when we look at 
all the negative stuff that has been happening around the US nuclear program. 
They are still selling them. 


Mr. Lawson: A lot of countries around the world are still 
politically acceptable and have signed a nuclear nonproliferation treaty and 
are acceptable to selling. These are the markets we are looking at. ; 


Mr. Charlton: What is going to change from this point on in terms of 
your ability to sell reactors if you have not been able to crack that market 
in the past? 


Mr. Lawson: The market in the past, when there was the bulk of 
orders, was one with the reasons I have stated. Then we come into the 
situation where there would be no ordering, and there were not a significant 
number of orders on the world market. We have been into that period for at 
least the last five, if not seven, years, and now we have what we think will 
be a ee short period ahead before the markets pick up again. 


Now we are in a position where the climate is quite different. We pave 
the operating performance. We are able to see that the plants perform well. 
They perform not only in a large utility such as Ontario Hydro, but also in 
smaller domestic and overseas utilities. It is this record which is good. All 
these customers talk to each other. The best way of convincing other people to 
take an interest is when they are able to see good, economic performance and 
good, reliable and safe performance in the plants that have been sold to other 


people. 


Mr. Charlton: What you are telling me is that there is still a 
period of time before that market recovers. 


Mr. Lawson: Yes. 


Mr. Charlton: At the same time, we are seeing that the performance 
rating of Candu reactors in Ontario is going to drop over that same period. 


Mr. Lawson: We hope it is going to pick up again. The progress on 
Pickering 1 and 2 is particularly good and, of course, we kept all our 
customers fully aware of what happened there. Our customers turned around to 
us and said: "You have a good design there. Do you mean to say you can 
actually change those components and refurbish the reactor? That is great. The 
competing reactors cannot do that." That reaction was very encouraging news to 
us. 


Mr. Chairman: If I may interrupt here, we have nine members of the 
committee. We have another presentation, which was due to start at 12:30. We 
will go to Mr. McGuigan for a brief question. 
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Mr. McGuigan: On your base-load scenario, you leave out coal. I 


realize, of course, that coal is used for peaking power, but is it not also 
used as a base load here in Ontario? 


Mr. Donovan: In some jurisdictions it is but, by and large, not here 
in Ontario. Some utilities use coal for base load. However, as I pointed out 
early in my presentation, Hydro has tended to use its hydraulic stations on 
the St. Lawrence and Niagara rivers as being the most attractive because they 
have a constant supply of water and nuclear for base load. 


If you recall, when we went through the profiles of the possible ways of 
meeting the base-load additional requirements that we saw, we listed coal. I 
went through a profile on coal. It could be used. We believe it is more 
expensive and economically not as attractive. It has not been Hydro's modus 
operandi to date. 


Mr. McGuigan: We have coal plants in operation now. 
Mr. Donovan: Yes, sir. 
Mr. McGuigan: Is not some of that capacity used as base? 


Mr. Donovan: By and large, it is hydro and nuclear. There may be a 
little bit of base loading of coal, but it is primarily hydro and nuclear. 


Mr. McGuigan: I have another quick question related to the 
decommissioning costs of a nuclear plant. I think when they first built these 
plants they figured on about 35 years of life. That has been extended. What do 
you figure the life is today? : 


Mr. Donovan: It depends on the design and whether we are talking 
about light water or Candu or what. I will let Don address the Candu. 


Mr. Lawson: It is an estimate. It depends on what the alternative is 
when you get near the end of life of the components, the pressure tubes, 
calandria tubes, as to whether it is more economic to take them out and change 
them and keep the plant going or to build a new plant. If we make a lot of 
progress in cost-effectiveness of new plant, that will be the most effective 
thing to do. 


In today's climate, we think the most effective thing we will end up 
doing on the plants is to refurbish them for another spell of life. The life 
can well be quite long. It is hard to try to put a figure on it as to whether 
it is 50 or 60 years, but they will be treated rather like hydraulic plants 
where you go and refurbish them and then see what their life is further ahead 
of that. That is what we anticipate will be the likely method of handling che 
Candu nuclear plants. 


Mr. McGuigan: You can refurbish or replace the mechanical part. What 
is the life of the concrete? 


Mr. Lawson: The concrete is good for a very long while. 
Mr. McGuigan: Radiation does not deteriorate it and so on? 


Mr. Lawson: No, as long as it is cooled. You can look at concrete 
the Romans and the Greeks dealt with. It has been around a long time. 
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Mr. Lawson: That is during the early curing process, in the first 
months. 


Mr. McGuigan: Conceivably, we could continue using those plants. 


Mr. Lawson: Yes. When you mentioned the components, that also 
includes the static pressure tubes, which do deteriorate under radiation. They 
creep and sag. 


Mr. McGuigan: It is not only the relatively short life of the thing 
and the rei a sau ee costs, but there is also a very large area of land 
involved in each one of these plants. 


Mr. Lawson: It is smaller than a coal-fired plant of equivalent size 
and output. 


Mr. McGuigan: Yes, but the coal-fired plant is liable to stay there 
for a long time. 


Mr. Lawson: So is the nuclear, and you would use the same site. Once 
you have an infrastructure on the site, you would use it. It is valuable. 


Mr. Chairman: Thank you very much, members of the panel. 


We have Colin Isaacs. Mr. Isaacs, maybe you can begin by introducing 
yourself and your associates for the benefit of Hansard. 


POLLUTION PROBE FOUNDATION 
Mr. Isaacs: Thank you very much. I will do that. 


My name is Colin Isaacs. I am executive director of the Pollution Probe 
Foundation. With me is Stephen Hall, who is our energy policy researcher with 
our Ecology House project. Also with us is Jake Brooks, who is handling the 
acetates we will be using for the slide presentation. He was also the 
co-ordinator for Energy Forum 86, which is the major topic of our presentation 
to you today. 


1 p.m. 


Mr. Charlton: Perhaps the record should also show that Jake Brooks 
is David Brooks's son. 


Mr. Chairman: Thank you very much, Mr. Charlton. Carry on. 


Mr. Isaacs: Pollution Probe, as many of you will know, is a 
nonprofit, nongovernmental, charitable foundation which, since 1969, has been 
one of Canada's foremost environmental organizations. For over 17 years, we 
have been concerned about the relationship between our energy system and 
environmental quality. 


Before I continue, I make the point that Energy Probe is not a part of 
the Pollution Probe Foundation. We are two separate organizations, even though 
some find the likeness of names somewhat confusing. 


In October 1980, Pollution Probe opened the Ecology House project. 
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Ecology House is a demonstration of energy and resource conservation located 
on Madison Avenue in downtown Toronto. At Ecology House, we transformed a 
95-year-old, fuel-hungry Victorian home into a showplace of residential energy 
conservation. The staff and volunteers of Pollution Probe were successful in 
reducing our energy use by 80 per cent through a combination of 
energy-efficient technology and passive solar design. 


Since Ecology House opened, we have educated at least hundreds of 
thousands of Canadians on the nuts and bolts of residential energy 
conservation. We also understand that the enormous and growing potential of 
energy efficiency will not be realized until significant policy changes take 
place. The initiation of Energy Forum 86 by Pollution Probe was our attempt to 
reposition energy efficiency back on the political agenda. 


I want to thank the committee very much for giving us this opportunity 
today to present to you the results of Energy Forum 86. 


The origins of Energy Forum 86 evolved out of the landmark 1983 soft 
energy path study for Canada conducted by David Brooks, John Robinson and 
Ralph Torrie. Using conservative assumptions, the results of the study, as I 
know you are all aware, demonstrated that Canada in the year 2025 could use 
between 12 per cent and 34 per cent less energy than in 1978. The study also 
confirmed that, over the 47-year period, reliance on renewable forms of energy 
would rise from 16 per cent to between 7/ per cent and 82 per cent. Thus, the 
end demonstrated the technical and economic feasibility of the soft energy 
path. 


That .study provided the impetus for Energy Forum 86, whose purpose was 
to encourage the development of energy efficiency as the central component of 
Ontario energy policy within the framework of a least-cost energy strategy. 
Presentations on the technical and economic potential of energy efficiency 
were given by many of the noted energy analysts who have appeared before you, 
such as Amory Lovins, David Brooks, John Robinson and Ralph Torrie. However, 
the core of the conference and the part that was so innovative, in our view, 
involved the multi-stakeholder public consultation developing an 
implementation strategy for energy efficiency in Ontario. 


We are pleased to report that on two days in February of this year more 
than 200 representatives from business, labour, government and public interest 
groups gathered at the conference site. The acetate that is on the screen at 
the moment--and just about readable, I hope--gives a breakdown of the 
representation of those various sectors. I think you can see that while it is 
possible to debate the exact balance, there was good representation from every 
sector interested in energy policy in this province today. 


Several members of the staff and of the committee itself attended, 
including you, Mr. Chairman, Mr. Charlton, Mrs. Grier, Larry Moore and Brent 
Snell. Broad representation from across Ontario participated, including staff 
from the Ministry of Energy, Ontario Hydro, Energy Probe, Westinghouse, and 
others. 


The result, despite severe limitations, was the production of a document 
presenting an agenda for action on energy efficiency in this province. We are 
here today primarily to report on those results. I am going to turn the 
microphone over to my colleague, who will present to you the outcomes, the 
main policy thrusts and our further recommendations from Energy Forum 86. 


Mr. Hall: I want to go over the main policy thrusts that were 
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prevalent throughout the conference mentioned by the keynote speakers, by the 
panelists and that emerged continually in the policy workshops. 


The first and most important recurring theme was what we call the 
least-cost energy strategy. In order to clarify any misunderstanding of what 
least-cost means, I want to quote a definition which says, "Least-cost energy 
resources are those additional sources of energy supply or energy demand 
reductions that can be obtained for the least total costs to utilities and 
their ratepayers.'' Total costs are not only the long-term social and 
enviornmental costs, but may also include noneconomic criteria as well, such 
as local job creation, regional self-reliance and conservation of nonrenewable 
resources. 


The least-cost energy strategy requires a conceptual shift on the part 
of utility planners from simply selling electricity to one of providing 
electrical services which people require for heating, cooling, lighting, etc. 
Thus, innovative residential conservation programs, such as we have seen in 
California, or cash rebate programs for the purchase of energy-efficient 
appliances, are seen to compete directly with existing and new supply sources. 


In order for this competiton to take place, Roger Sant, who is the 
originator of the least-cost definition, offered this caveat, ‘This enhanced 
competition requires an economic environment in which competition is 
unhindered by questionable government subsidies or artificially low prices." 


The second major theme throughout the conference is small power 
production. Many participants agreed that small power production is vital and 
should be strongly encouraged through independents and municipal utilities. 
Industrial cogeneration and small hydro could be promoted by increased capital 
availability, better access to the grid and the establishment of a permanent 
process of power purchasing, possibly an au¢tion process. However, the 
critical factor seen to be the most important in this development is the 
establishment of a buy-back rate that reflects full avoided cost. 


Third is the actual process of Energy Forum, which we call a 
multi-stakeholder public consultation. Here, stakeholder means there are 
groups that have a vital interest in the issue, are directly affected by its 
outcome and can make an important contribution to the resolution of the issues. 


Public consultation can be defined as an ongoing dialogue among affected 
stakeholders, including government, aimed at obtaining all the relevant 
information, evaluating the available options and their related consequences, 
and providing a balanced perspective to each stakeholder's decision-making. 
This is a prime objective to obtain consensus at each stage of the process. 


In the past, energy policy and planning has emerged in isolation. Small 
groups of energy planners, operating without the input from the rest of 
society, have turned out energy decisions which have given little thought to 
he full political, economic, social or environmental implications. Now the 
utility management environment has changed significantly with growing support 
for input into government policy, concerns for environmental quality and 
rapidly changing economic and technological conditions. Success for future 
energy policy and planning therefore must take place in a supportive process 
of public consultation. 


1:10 p.m. 


When this kind of process is intiated, artificial barriers between 
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people are relaxed and often workable solutions arrived at. I want to talk 
about one of the anecdotes of our conference, Energy Forum 86, the sight of 
Amory Lovins, whom I am sure you all know, having auones and chatting with 
representatives of Ontario Hydro, who were talking to Amory about his house in 
Colorado, exchanging notes and business cards. This is the kind of goodwill 
that can be generated when people sit down and talk together. However, Energy 
Forum 86 also produced concrete results, and broad agreements from policy 
workshops for implementing demand-side options came forward. Here are some of 
the main recommendations arising from the policy workshops. 


1. Large-scale thermal upgrading of residential, commercial and 
industrial buildings should be encouraged through third-party financing. 


2. There should be energy-efficient performance standards set for 
appliances and heating systems. 


3. There should be the removal of provincial sales tax from energy 
conservation products. 


4. New energy performance standards should be set for residential and 
commercial buildings. 


The participants of Energy Forum 86 were keenly aware of the environment 
of government restraint. Therefore, many of the recommendations coming forward 
were designed to break institutional barriers rather than make new demands on 
the public treasury. 


We emphasize that Energy Forum 86 was the first step in the right 
direction of encouraging dialogue and exchange of information among key energy 
actors. However; more work needs to be done in a consultative, multisector 
manner in order to fine-tune the policy recommendations, particularly in 
strategic conservation. 


If we follow this kind of multi-stakeholder public consultation process 
and come out with these policy recommendations, there are many benefits to 
Ontario, economic benefits, such as reducing the Ontario Hydro debt; long-term 
local job creation in labour intensive industries, such as the building 
industry; and also reduced costs for home owners and businesses. 


There are the obvious environmental benefits, such as a sharp reduction 
in acid gas emissions; and reducing the rate of production of spent nuclear 
fuel, which could be slowed in order to buy us time to find long-term disposal 
solutions. 


Also, there are the political benefits that come out of this kind of 
process. Conservation and alternative energy are very popular with the public, 
which is very eager to be involved in policy formation in this area. 


I now want to turn to the recommendations to the committee arising from 
our experience as facilitators of Energy Forum 86. The first one is a 
short-term measure that an independent evaluation of the results of the demand 
and supply options study, phase 2, take place and that a steering committee 
composed of the key energy actors be formed, the actors being government, 
business, labour and public interest groups. 


Second, the Ontario government should legally mandate least-cost 
resource planning, using an energy services approach. Strategic conservation 
should be given preferential treatment in this model and some investigation 
should take place looking at supply-side constraints. 
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Third, a new commission should be established to review Ontario Hydro’ Ss 


resource plans every two years, and public interest groups should receive full 
intervener funding to do research and prepare presentations to this new 
commission. 


The select committee has a unique window of opportunity here to help 
realign Ontario energy policy and planning with the trends of the 1980s. 
Pollution Probe has laid a solid foundation of support for demand-side options 
and intends to continue to promote energy policies which meet the needs of the 
people of Ontario and the environment. 


I want to thank the comnittee for giving us the opportunity to present 
here today. 


Mr. Chairman: Mrs. Grier. 
Mrs. Grier: Are we into questions? 
Mr. Chairman: We are there. 


Mrs. Grier: Thank you for your presentation and congratulations on 
the conference. I think it was a very worthwhile experiment. 


I am wondering whether you feel that the recommendations were a 
consensus? Was there much disagreeement in coming to your conclusions? 


Mr. Isaacs: The recommendations, which we have published and which 
will be distributed to you in the report with the brown cover, are consensus 
recomendations of the individuals who attended the specific workshops. There. 
was not a plenary session at which they were tested as a whole. The 
individuals attending were not representing other groups. They were, however, 
for the most part individuals who are very involved in energy policy in 
Ontario and who are very well informed. We are confident that these : 
recommendations and perhaps many others will stand the test of a broader 
. consultation process, particularly if trust were built among the stakeholders 
over a few days or a period ot meetings. 


The process we used at Energy Forum 86, signficantly, is based on a 
model developed by the Niagara Institute for Environment Canada. The Niagara 
Institute model was developed particularly for policy planning in toxic 
chemicals managment. The trust-building and policy development process has 
‘been going on for nearly two years and is by no means yet complete. That is 
not to say it is slow. I resist the suggestion that it is slow. Development of 
policy by any process takes a very long time. The traditional mechanisms that 


have been used by government , as you Paes: can | take many years to come Coe 
fruition. | 


We think that a consultation setae development process is very 
efficient because the results of it have won such widespread approval. Those 
involved in process, such as the Niagara Institute and the consultants engaged 
to manage the consultation for Energy Forum '86, were extremely surprised at 
the degree of consensus it was possible to reach after only two days of being 
together. We would not want to suggest the results are perfect. We would be 
willing ourselves or would encourage others to take those recommendations and 
subject them to a broader-based consultation program. 


Mrs. Grier: In your long-term recommendation, can you explain to me 
a bit more clearly what you mean by, "Investigate supply-side constraints"? 
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Mr. Hall: Yes. There are two ways of developing a least-cost 
resource plan. One would be to open up to all the strategic conservation 
options. Another way would be to require Ontario Hydro to shut off certain 
supply-side options to free up more options in the strategic conservation side. 


Mrs. Grier: It is specifically shutting down for the sake of 
shutting down. It is not lowering acid gas emissions and thereby cutting down. 
It is just saying, ''You will show preference to developing demand-side 
options." 


Mr. Hall: There may be a look at supply-side options that are simply 
not acceptable or unattractive at this point. 


1:20 p.m. 


Mr. Isaacs: The follow-through from that is to suggest that there is 
a risk associated with every policy option the province chooses. We never have 
all the information about any particular approach. We all take gambles in our 
everyday lives. Ontario Hydro, the government of Ontario and the opposition 
parties take gambles when they set policy and decide to move in a particular 
direction. We are suggesting that given all the risks, given the information 
that is available today about the level of risk associated with the various 
options and in particular with supply-side options versus demand-side options, 
we should move the bias that perhaps has existed in the past to provide more 
supply to the demand side and give the demand side the opportunity to prove 
itself for Ontario. 


Mr. Brandt: I compliment Pollution Probe on the development of 
Ecology House. I have acquired a fair amount of information on the kind of 
activities that have gone on there and on the impact it has made with respect 
to conservation. It is an excellent example of what can be done, specifically 
in the residential field. It is an outstanding project. 


Having said that, I looked very carefully at the four main policy 
recommendations that came out of the forum. I tend--this may come as a 
surprise to Colin Isaacs--to agree with all four of them. 


Now that we are on common ground, I want to get into the specifics. That 
is always the difficult area. The difficulty I see with respect to 
implementation of some of the four-- I address as an example number 2, ‘Set 
energy-efficient performance standards for appliances and heating systems." 
There would have to be--I1 think you would agree--not only some form of policy 
on the part of government but some form of legislative control over, as an 
example, the type of appliances that could be manufactured, the energy 
efficiency or conservation that would have to be built into those appliances. 


I do not necessarily disagree with that kind of government intervention 
if it is done in a sensitive way, nor do I disagree necessarily with some form 
of government legislation to bring about an improved level of conservation. 
Can you perhaps elaborate on what you see as the pathway to the point where we 
could exercise some of the opportunities for more conservation? Do you agree 
that it will require government intervention and legislation? What do you see 
as necessary to put an effective package together? 


Mr. Isaacs: Thank you for your comments about Ecology House. It does 
not surprise me at all that we are on the same side on these issues. I am 
going to let Mr. Hall address some of the details. In a general sense, there 
are two ways of dealing with recommendations such as this. There is a carrot 
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approach and a stick approach. I see government regulation as generally a 
stick approach. A number of areas utilized by utilities elsewhere, and which I 
am sure Mr. Hall is going to touch on, can be seen very much as carrot 
approaches. 


We have to strike a balance between those to make programs such as 
development and marketing of efficient heating systems work in the best 
possible manner. I suggest that if that is the kind of recommendation 
government sees as valuable, and we hope very much that it is, the 
stakeholders, those people in society who are most familiar with these areas, 
should be asked to come and assist with development of an implementation 
strategy. 


We are finding more and more in the environmental area that it is very 
possible for industry, labour, consumer groups, environmental groups and 
others to sit down and work out solutions to these problems. One of the main 
reasons for holding Energy Forum '86 was to find out if it is possible to use 
those same mechanisms in this area. We are convinced that we have proven that 
it is possible. It would be very appropriate to bring together representatives 
of ourselves and other groups with industry--some of the national 
manufacturing associations, for example--and labour to address the kind of 
implementation questions you are posing. 


I will turn it over to Mr. Hall to talk about some of the specifics 
shown to have merit. 


Mr. Hall: There are usually three components to upgrading efficiency 
in appliances and heating systems. The first component -is a consumer 
information awareness program such as Energuide which helps consumers be aware 
that appliance manufacturers are competing to produce the best efficient 
appliances. The second part is the performance standards. Usually there has to 
be a third component of providing some form of financial incentive. For 
instance, in the Pacific Gas and Electric case in California they offer a $250 
cash rebate for any consumer who buys an energy-efficient gas furnace. There 
usually has to be the three components. At least, initially, there seems to be 
a financial incentive needed, like a cash rebate program offered by a utility. 


Mr. Brandt: One of the interesting things with respect to this 
particular question that we heard in earlier presentations was that with all 
of the best intentions, speaking specifically of the appliance field, the 
missing link appeared to be on the floor of the retail establishment itself 
where some large chains simply refused to take part in the promotion of 
energy-efficient appliances. 


The salesmen, or saleswomen who are involved in the sales of those 
particular products are either less than adequately educated or, certainly, 
less than adequately motivated to move those appliances. As a result, even if 
the entire system is co-operative, from the standpoint of government, the 
Energuide labels, the manufacturer, everyone, when you get right down to the 
point of sale, which is of course vitally important, the system collapses at 
that time. 


It is an interesting observation because it certainly points out that 
you have to have a very comprehensive package in mind that maybe covers the 
kind of thing you have mentioned, which is the economic incentive of buying 
something, like a $250 saving on a furnace or a bonus situation could be put 
in place to a salesperson to move a particular product because it was an 
energy saving device. 
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Mr. Hall: Or perhaps a specific training program for salespeople to 
help them understand the kind of program that is being put into place with the 
kinds of motivation required. 


Mr. Brandt: I want to make this comment only because it may be 
useful to you. One of the comments that we heard is that some of the large 
retail chain operations are reluctant to get into the sale of energy efficient 
products because it slows down the sales. In other words, even though you 
educate the salesperson, the fact of the matter is that it does take some time 
to explain the efficiency of that particular appliance to a potential customer 
and, therefore, the sale slows down to a certain extent. Time is money in 
business. I just wanted to make that as an editorial comment without 
necessarily looking for a response. 


One of the other things in the field of energy conservation that I 
wanted to pursue was the comment made indicating that in some of the large 
consulting companies involved in this particular area of activity have, by 
their own admission, scratched the surface in terms of the application of 
conservation measures in either large commercial or industrial buildings. They 
indicate that the return on their invested time, and the capital they have to 
put into the project, is really sufficiently slim that they have not been able 
to look at the vast thousands upon thousands of smaller businesses where the 
same technology could be applied, but where the economies of scale are not as 
attractive. 


My question to both of you, as representatives of Pollution Probe, is 
that it would appear that there may be some opportunity for someone like Probe 
to get involved perhaps in trying to meet that other market that is out there, 
in other words, the smaller market which was identified. 


I am glad the chairman is still here because he was absent when the 
comment was raised in one of the submissions concerning the Sudbury hockey 
arenas. They did an efficiency study there but found that the market was too 
small for them to become involved directly in introducing energy efficiency 
measures in Sudbury. One might think of a hockey arena as being a prime 
suspect for a great number of conservation ideas, and concepts that could be 
introduced. 


Can you respond to my specific question by way of indicating whether 
Probe would have an interest in that kind of thing, in other words, looking at 
the smaller market? If not Probe, then is there someone else that you might 
know of an applicant for that kind of activity? 


1:30 p.m. 


Mr. Hall: Ecology House has, in the past, tried to do those kinds of 
programs where we reached out to salesmen in hardware stores, building 
inspectors, all those people who are involved in the everyday nuts-and-bolts 
decisions of implementing energy efficiency. We would certainly be interested 
in looking at, particularly in the residential field, taking on those kinds of 
technology transfer programs. 


Mr. Charlton: Can I get a supplementary in here? I think Mr. 
Brandt's question went one step further than that. What he was talking about 
was a consulting firm out there doing what we perceive as reasonably good 
energy conservation work, but they are essentially saying that the small 
project is not, in terms of the consulting aspect, going in and designing the 
program for a building or set of buildings, that it is not within its economic 
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best interests as consultants. It cannot go in and do the job and make the 
kind of money it needs to operate. 


The suggestions have revolved around perhaps Ontario Hydro providing the 
kind of facility to do those smaller aspects out there in society. I think 
what Mr. Brandt is suggesting is that if organizations like your own were 
given the implementation of some of these recommendations they would be in a 
position to take advantage of that gap in the delivery of programs. 


Mr. Isaacs: In my view, we are certainly an efficient, least cost 
delivery mechanism, probably even a subsidized delivery mechanism for all 
kinds of programs. I think, in that sense, it might be the kind of thing we 
would be interested in looking at as long as there was support from somewhere 
to enable us to do it. One can only ask staff to work 80 or 90 hours a week 
for low pay and be overloaded, as they tend to be at the moment. It becomes 
very difficult to add on others. 


I think the analogy is an excellent one, and it may be that the basis of 
Mr. Brandt's question is in the area of municipal waste recycling. In the 
early days of recycling, a lot of local community groups with concern about 
the environment, with the belief that recycling must be developed, took on the 
responsibility for a lot of the activities that would not have been economic 
for a consulting firm, or even for government itself. As a result, we have 
moved, in the last decade or so, to a system where we now, we hope, are on the 
edge of a massive growth in recycling in Ontario. 


There is very much a role for community-based groups to work with local 
hydros, to work with local business associations, and to develop an expertise 
and an interest in this area that can serve the province very well until such 
time as a full economic potential can be realized. It then becomes a 
profitable activity for larger companies. 


So in short, the answer is yes, but it might not be us. It might be 
developing a network of organizations. We are always very interested in 
finding ways of getting things like that to happen rather than necessarily 
doing it ourselves, although if it was something that government wanted to 
promote, and if funding was made available, we would certainly be happy to 
take a look at it. 


Mr. Brooks: I want to make one additional comment on that. I would 
not like to leave the members of the committee with the impression that these 
kinds of measures are uneconomic at present. On the whole, most of the 
measures we are talking about are quite economic, in fact they are more 
economic than the average investment. Returns to energy conservation 
investments are significantly above returns on investments in the economy as a 
whole. 


What is missing is leadership, initiative, confidence, trust, all those 
soft areas of where the government can provide a lot of help at low cost. In 
particular, education of the financial community is important there. That is 
not really a very high cost measure. 


Mr. Brandt: By way of amplification, my reason for raising the 
question was simply that there is a vast untapped market out there where the 
economic viability appeared to be questionable, and where specific 
presentations to us, as Mr. Charlton indicated, gave us the impression at 
least that the larger firms are being addressed in terms of conservation 
measures, but a lot of the small market is literally going untapped at the 





N-59 


moment. I wanted to see whether Pollution Probe, Ontario Hydro or someone else 
wanted to get into that field or whether it perhaps made sense for you to 
pursue that market. I say that because Ecology House is really directed 
towards the residential field. A spinoff from Ecology House into an industrial 
house, commercial house or something else might be a project that could be 
lookéd upon down the road at some time. 


I want to pursue one more question, and I recognize the time 
constraints. Recognizing that a kilowatt-hour of power conserved or saved is 
much the same in terms of cost as a kilowatt-hour that has to be produced, 
there has been some suggestion on the conservation side, because of the 
certainty of the saved kilowatt-hour being more predictable than future 
production and capacity needs, that a bonusing factor should be built into the 
conservation side. In other words, if you are looking at a straight economic 
comparison between a kilowatt-hour of power on one side of the ledger and one 
on the other side of the ledger, there should be a factoring built into that. 


I have become a believer in that position, that there is more benefit on 
the conservation side, and there should be, because there is less uncertainty 
on the conservation side. A bonusing factor should be built in. Would you like 
to share with us, if you agree with what I am saying, what kind of percentage 
you think should be targeted as being realistic? 


Mr. Isaacs: We agree with you and would go a step further, and say 
that when you build the two sides of the ledger, there are some factors on our 
side of the ledger that are a little more difficult to cost than factors on 
the other side of the ledger. Therefore, we are probably underestimating the 
economic benefits of energy conservation, even when we do the analyses that 
are being done at the moment suggesting there is some indication. 


I think that bonus has two purposes: first, to recognize the societal 
benefits of a least-cost approach; and, second, to recognize that we may not 
have included all of the economic benefits of a least-cost approach and 
therefore we will add an extra safety margin. 


The numbers that have been talked about are in the 10 to 20 per cent 
range to fit that kind of model. I do not think we have analysed in detail 
what the bonus should be, and that is probably something that should be done 
as well, in putting a particular number on it. However, we certainly support 
the concept of a bonus, at least in the initial phases, to help move things in 
the right direction, an affirmative action kind of bonus for energy efficiency. 


Mr. Brandt: I wanted to see how realistic your guesstimate was, and 
I appreciate it can be nothing more than that because of the number of 
variables and unknowns. A range of 10 to 20 per cent does not appear to be 
unrealistic. I compliment you on coming up with a figure that could withstand 
the avalanche of economic scrutiny that may come into play on some of these 
questions. We all live in the world of economics; on occasion, that has been a 
deciding factor in many decisions that have been made, as you can well 
appreciate. 


Mr. Charlton: I will try to be brief, but I have a couple of 
questions I would like to ask. 


Mr. Brandt's comments about demonstration projects in the 
commercial-industrial sector are interesting. Perhaps we can convince Hydro 
and/or the government to allow you to retrofit the old Hydro building as a 
demonstration project, but that is not my question. °* 
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1:40 p.m. 
Mr. Charlton: That is right. 


One of the things this committee is confronted with is what I will 
describe as the "Yes, it will, but we are not sure’’ syndrome. One side is 
pushing the conservation potential very aggressively and the other side is 
saying: "We think there is some potential there, but we are not sure. You 
camnot rely on it. If you want to have reliable electrical power in this 
province, include some minimal conservation, but you cannot really count on 
it.'' To put it another way, it is the tried and true versus the untried and 
theoretical. 


To some extent, this set of hearings has moved that argument forward a 
little. We have had much more in the way of specifics this round than we have 
ever had before. Unfortunately, many of the numbers, guestimates, estimates 
and descriptions of energy-efficiency programs tend to be in global terms. One 
of the things that would help this committee would be some very practical, 
down-to-earth numbers. 


I raise this with you simply because of Ecology House and the work you 
have done there, not only in terms of understanding efficiency potential but 
looking at its real application and then its operation. I do not want a 
complete answer now, but are you in a position to provide us with some fairly 
up-to-date figures, not only in terms of the cost of a global retrofit such as 
you have done at Ecology House, but on the questions around things such as air 
quality as a result of sealing and the real operation of that house after the 
project is done, concrete figures from a tried-in-Ontario experiment? 


Those gross societal figures and estimates of costs are as confusing to 
politicians in relation to conservation as they are in relation to what 
declining oil prices mean or the impact of changing wheat prices on the world 
economy. All those maxi-things tend to be confusing in terms of being able to 
understand the impact. It would be really useful if you could provide us with 
some concrete numbers so that we can understand the impact. 


For example, Ecology House is particularly big. It would be useful if 
you could put that in a square-foot context. 


Mr. Hall: Ecology House is 5,000 square feet. In 1980, it cost 
approximately $20,000 in 1980 dollars to completely retrofit the house. The 
energy savings were calculated and, according to our calculations, we found if 
the house had remained the same, our energy bill this year would be well over 
$6,000 for the heating season. As it stands now, our gas bill is approximately 
$750. We have reduced our energy use by well over 80 per cent. Given that we 
put $20,000 into the retrofit in 1980, we have pretty much paid that back by 
now. is 


Mr. Charlton: What impact would there be on electrical use in the 
house? Have you kept track of that? 


Mr. Hall: Certainly, the electrical use would be reduced as well, 
simply because we would be emphasizing more natural daylighting in the house 
because of the passive solar design. There would be some impact on electrical 
use as well. 
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Mr. Charlton: There would also be an impact on the motor operation 
for the heating system and so on, I would think. 


Mr. Isaacs: The Ecology House situation is confused a little by the 
fact that it is open as a public demonstration. There are lots of other 
activities taking place there, as you are well aware, which make it difficult 
to monitor as a home environment. It is almost a cross between a house and an 
office building; therefore, there are lots of uses of electrical power within 
the building that would not be typical in a house. There are other examples 
that are available now 


Mr. Charlton: I am aware that your Ecology House crew has gone out 
and done retrofit projects on what are truly and strictly residential homes in 
Ontario. Do you follow up on those? Do you keep records of that kind of thing? 


Mr. Hall: In our experience, the same thing that we have 
demonstrated at Ecology House has held true for other large-scale retrofit 
programs in other residential homes. Energy use, typically, is reduced by /0 
to 90 per cent; it is cost-effective over a five-year to seven-year payback 
period; and there are no difficult indoor air quality problems or chimney 


- backdraught ing problems, etc. 


Mr. Isaacs: We have had funding requests in to numerous agencies, 


including the Ministry of Energy, just about every year for the past three or 


four years to produce publications, exactly as you are suggesting. If I can 
use an analogy that I know you, Mr. Brandt and no doubt others would be very 
aware of, in the industrial waste area a few years ago Pollution Probe 
published a book called Profit from Pollution Prevention. We have been looking 
very seriously in the last couple of years at doing something. similar in this 
area, that is, a publication on profit from energy efficiency, addressed not 
necessarily just to home owners, but also fo small-sized and medium-sized 
businesses, to begin to spread the word on the benefits of this kind of 
approach. That is still something we hope one day we may be able to do, and we 
will address a lot of those questions as — as addressing the business 


questions Mr . Brandt wes raising. 


i 


‘The value in that kind of caine is it puts information out to the people 


-who are in the position of making the decisions. Of course, the cost 


information that is cor tained in that kind of publication is the cost to the 
individual rather than ‘the cost to society. If the individual is profiting, as 
he so clearly is in a lot of these energy-efficiency projects, society is 


‘going to be benefiting to a much greater extent because the individual is not 


paying the true costs of the energy that is being consumed. In that regard, 
you hearken back to the global numbers again because it is all we have got at 
present, where at least at the moment you can show in a global sense a 


kilowatt saved through energy efficiency is equivalent to two os three 


kilowatts produced on a supply-side model. 


Mr. Charlton: We have had presentations with all of those kinds of 
numbers. I do not want to prolong this, but can you provide us over the next 
week or so with sone example numbers of a specific retrofit, the dollars 
involved, the savings and that kind of thing? Obviously, one of the things we 
are looking at is, as has been suggested in your recommendations, the 
possibility of public programs and/or third-party financing, that kind of 
thing. We need tc be able to look at the cost impact on public funding of 
those kinds of tnings. 
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Mr. Isaacs: We can do that in at least a small number of examples. 

The Acting Chairman (Mr. Gordon): Thank you for coming today, Colin 
Isaacs, Steve Hall and Mr. Brooks. We will certainly take this into 
consideration in our deliberations. 


I remind committee members to take away everything that is before them 
and also that we meet at 9:30 on Monday morning-- 


Mr. Haggerty: Sharp. 


The Acting Chairman: --sharp. 


I want to thank our guest speaker, the member for Sarnia (Mr. Brandt), 
for coming today. 


Mr. Brandt: Thank you. I appreciate that a great deal. 


The committee adjourned at 1:50 p.m. 
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LEGISLATIVE ASSEMBLY OF ONTARIO 


SELECT COMMITTEE ON ENERGY 


Monday, April 14, 1986 


The committee met at 9:38 a.m. in committee room 2. 


ELECTRICITY DEMAND AND SUPPLY 
(continued) 


Mr. Chairman: The committee will come to order. As our first witness 
this morning we are pleased to have Robert Macaulay, chairman of the Ontario 
Energy Board. Mr. Macaulay, would you come to the table, please? If you are by 
yourself, we know who you are. If you are bringing others, would you introduce 
them, please? 


Mr. Macaulay: Mr. Chairman, I will do what I can on my own, if that 
is agreeable to you. 


Mr. Chairman: Thank you. 
ONTARIO ENERGY BOARD 


Mr. Macaulay: I have put together some material, which I have handed 
out to you. I will not take you through the first page, which is a table of 
contents. Page 1 is a letter from Mr. Andrewes in which he identifies seven 
different matters that he felt might be of interest to you. 


I would like to have it understood that in coming here today I am not an 
advocate. I do not come here to present or to propose legislation. When I was 
_ a legislator I felt that that was my responsibility, but I am not a legislator 

now. My duty is to implement the policy of-the Legislature and to carry out 
the legislation for which we are responsible. In speaking with you today I am 
very anxious that I not be thought of as an advocate, because I am not. 


In his letter of April 10, Mr. Andrewes asked if 1 would speak to you 
about seven matters, which I will do very briefly today. I also have slides 
that I will whip through with you. 


The first thing Mr. Andrewes asked me to provide is background on the 
formation of the Ontario Energy Board and the reasons behind the review 
provisions of Ontario Hydro. The second is an outline--and I am reading from 
Mr. Andrewes's letter--of the Ontario Energy Board Act as it relates to the 
regulation of Ontario Hydro. The third is a comparison of the Ontario Energy 
Board power to regulate gas utilities and to regulate the operations of 
Ontario Hydro. The fourth is the scope of the recommendations we make as a 
result of our legislation. The fifth asks what has happened to the 
recommendations we have made to Ontario Hydro. The sixth is the information 
exchanges we have with the Ministry of Energy and Ontario Hydro. The last is 
the role of the public in our annual rate hearings. 


If you will be kind enough to look at the first slide, 1 will go through 
it very quickly with you. The origin of the Ontario Energy Board Act was in 
1960. Previously there was no legislation. One day--one has all these 
vignettes in one's life--I was sitting in the same position as many of you 
when the Premier called and asked whether I would write the legislation to set 
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up the Ministry of Energy and the Ontario Energy Board, which I did. At that 
time there was no Ministry of Energy anywhere else on the continent, and so it 
was new legislation. Un reflection, I think it has survived fairly well. 


I was also vice-chairman of Ontario Hydro at the time, and Hydro 
reported to the Legislature through the minister. At that time it was not felt 
that there was any necessity to include anything about Ontario Hydro in the 
Ontario Energy Board Act. Ontario Hydro was not included in the act until 1973 
or thereabouts. It became included as a result of two studies that were 
carried out by two different committees. A number of problems were developing 
that were not of Hydro's making; they were the result of the oil difficulties, 
increasing costs and the turning to nuclear energy. A number of different 
problems escalated and accumulated ali at the same time. 


The government looked into the question of how Hydro should be looked at 
by the government or somebody else. As you will see on the first slide, that 
is the origin of the Ontario Energy Board Act. As I recall, the origin of 
section 3/7 came in about 1973. If you look at Hansard at that time you will 
see that there was extensive discussion among a number of members of the 
Legislature: Mr. Nixon, Mr. Singer, Mr. Davis, Mr. McKeough and several others. 


The impression I had from the legislation was that it was intended to be 
done in two phases. The first phase was that Hydro's rate proposals would be 
reviewed by the Ontario Energy Board and the second phase, if I understand the 
debate at the time, was that it would be followed by additional legislation 
whereby the board or someone other than the board of directors would fix 
Hydro's rates. 


I may have gathered the wrong impression. Certainly there are people who 
were available at that time who can testify to that. In any event, I think 
section 37 was introduced in 1973. I may be wrong; it may have been 1972 or 
1974, but I think it was 1973. I do not intend to take you through it, but it 
is set forth on pages 5 and 6 of the material I have handed out to you. 


Subsections 37(2) and 37(3) are the heart and gut of the section. 
Subsection 37(2) states: 


"Where Ontario Hydro proposes to change any of its rates or charges for 
any customer, it shall submit the proposal to the minister not less than eight 
months before the date that the change is proposed to come into effect and the 
minister shall refer the proposal to the board." 


The next subsection is also important: 


‘Where a proposal is referred to the board by the minister pursuant to 
subsection (2), the board forthwith by public advertisement shall give at 
least 20 days notice of and shall hold a public hearing with respect to the 
proposal and shall make a report or an interim report thereon to the minister." 


The important thing to notice is that if Hydro wishes to change its 
rates, not to continue its rates--including, I guess, decreasing its rates; in 
any event, the experience has been increases, as in most walks of life--it 
must make a proposal to the minister. The minister shall send it on to the 
energy board, and the energy board shall report to the minister. We do not 
report to the board of directors; we report to the minister. 


The origin of section 3/7 was in Task Force Hydro, a group of people who 
studied how the government should relate to Hydro. The task force report is 


N-3 


very interesting, although I suspect it is quite out of date. Then there was 
an advisory conmittee on energy. It struggled with the idea that somebody 
should look at how Hydro was doing things. Should it be reviewed or should its 
rates be fixed and regulated? That was the issue at the time. One of the other 
concerns was whether it was wrong for one board to veto the decision of 
another board when both boards were appointed by the government. 


That was one of the concerns identified in those reports. Since that 
time we have had legislation such as the environmental assessment legislation, 
wherein the Environmental Assessment Board clearly has the power to veto the 
decision of another board. I am not taking a position on that; I am only 
pointing out to you some of the history of the legislation. By reading those 
two reports your staff can understand the background of the legislation as it 
was viewed at that time. 


There are two main matters that the minister may ask the board to do. 
First, he may ask us to look at the rate proposal, which he does in a letter. 
The proposal does not automatically come to us; it comes to us in the form of 
a letter that governs exactly what we may and may not do. Although section 37 
is there, it takes a letter of reference from the minister as the conduit to 
get the matter to the board. 


The minister may refer other matters to the board. Mr. Andrewes and Mr. 
Ashe would know better whether there have been such references. 1 cannot tell 
you. I know we get references frequently from His Honour that we act under, 
but I cannot remember whether there were any others. 


Mr. Ashe: There was one on costing and price figures. 


Mr. Macaulay: Yes, we had a very involved one some years ago on 
marginal costing of electricity. S 


The review is limited by the minister's terms of reference. 
Historically, the minister sends us a letter and makes it perfectly clear that 
there are some things we cannot look at, and we do not look at them. 


9:50 a.m. 
The third point is that a public hearing is required. 


Fourth, we have no jurisdiction between references. With gas companies 
we do have jurisdiction between references or hearings. We can call them in. 
We can require them to keep their accounts according to a certain methodology 
so that it is clearly understood by everyone how they are keeping their 
accounts, whether they are bringing about intergenerational equity or 
whatever. With Hydro our authority arises only upon receipt of the letter from 
the minister. Our authority is exhausted when we report to the minister, and 
we must report to him on August 31 each year. We have jurisdiction only during 
that period and not between references, not during the year. 


Pages 5 and 6 of my brief contain the sections of the Ontario Energy 
Board Act that I have already set out for you. I hope these sections will be 
of some assistance to your staff at a later time, although I am sure they have 
a copy of the act itself. 


The third slide is about the rate-setting process. I will go through it 
very quickly, mentioning first the timing of the hearing and the board's 
report. The reference, the proposal and the supporting material are normally 
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received by us about April 15. I expect we will receive it within a few days. 
We have the hearing in June and have to report no later than August 31. Those 
are the three crucial dates. 


These dates do not leave very much time. They sound as if they leave a 
lot of time, but there are up to 7,000 pages of material and up to several 
million figures. It is a very exhausting period. I have discussed with Ontario 
Hydro's people whether anything can be done about it. Of course, they have a 
tremendous amount of material to gather together before they decide to fix the 
rate; then they send the material over to us. It just does not leave us very 
much time. Our suggestion has been that some of these matters could be broken 
down during the year and some matters could be looked at on a more continuous 
basis. Then we would not have to do so much all at one time. It might be 
helpful; I do not know. 


The major dates are set out under the heading "Ontario Hydro's 
Rate-Setting Process.'' The submission comes in on April 15 or thereabouts. 
During May and June all the interveners--the public and others who are 
concerned--look at the material, get ready for the hearing during May and send 
in what are known as interrogatories. These are written questions to Ontario 
Hydro saying, 'We do not understand what you mean by this,"' ''We would like 
that amplified'' or whatever. We have the hearing in June; it usually lasts 
three to four weeks. July and August are spent sifting through the material, 
trying to understand it thoroughly, getting back to Hydro and preparing our 
recommendations. 


While we are preparing our report from July to September, Hydro is 
preparing its budget. It is going through its budget process, as it calls it. 
I would like this to be understood by you: The figures we use to set our 
recommendations are not the figures Hydro uses to fix its rate. Its figures 
are much more updated. It supplies all the updated material while the hearing 
is in process and yet, when it comes to make its final argument--this is not a 
criticism; it is an observation--it says, 'We want to remind you that you are 
to make your report on the material we filed on April 15 and not on the most 
recent material we have supplied to you." 


With great respect and no criticism to Hydro, it puts us in a hell of a 
position. We know that what we have been told is not the correct information, 
because it has been updated; it is an iterative process. Yet we are expected 
to make our recommendations based on outdated information. It is an area in 
which we ought to try to make some adjustments. 


I am not criticizing Hydro, because we live in a very dynamic society 
and the moment something is known, it is out of date. Ontario Hydro has this 
problem of dealing with millions of figures and many concepts that are out of 
date very quickly. The Canadian dollar is a classic example. You have a pretty 
good fix on it on Tuesday morning, but if you have not read it on Tuesday 
afternoon, you may be out as much as $30 million for Hydro. Every cent that 
the Canadian dollar drifts off the American dollar is worth about $29 million 
in terms of Ontario Hydro's expenditures and revenues. Keeping up to date is a 
very difficult thing. f 


Hydro works on its budget process from July to September. In October, it 
finalizes its decision on the rate. There have been exceptions, as you know, 
but normally that is how it is done. Hydro fixes its rate and then in January 
comes out with its actual budget for the year. I am going to make same 
comments about that. 
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Slide 4, or your page 8, is our effort to compare regulation of a gas 
utility with what is done with Ontario Hydro. The first bullet on the page 
shows that with a private corporation, a gas utility, there are shareholders 
and customers. If management makes what we think is an unwise decision, we can 
charge that against the shareholder and not against the customer. We have done 
this on a number of occasions. With Hydro not having shareholders, the whole 
cost is paid by the customer. 


The second major difference between Hydro and the gas utilities is that 
we fix the rate for the gas utilities. After hearing the evidence, we decide 
the expenditures the gas utilities should make that should go in the rate base 
and upon which they can earn a return that goes into the rates. With Hydro, we 
make a recommendation that may or may not be followed. In any event, we make a 
recommendation to the minister. I believe he then passes it on to Ontario 
Hydro, and it usually tells us soon after that why it is not going to follow 
what we have proposed or that it is going to. I will come to that in a moment. 


The third major difference is that we have no time restriction with 
reference to a gas company; therefore, we do not end up absolutely breathless 
and inundated with figures that we cannot properly or perhaps are unable to 
digest within the time limit. It is a much more civilized procedure, if I may 
use that phrase. There are no guns that go off to start you on the race, and 
there are no guns to go off to say you have to have your report in by a fixed 
time. 


On the other hand, I am not sure those kinds of incentives are not a 
wise thing. We hear about 90 cases a year. It would be very difficult for us 
to conduct our business if all cases had to be finished or started on a 
certain date and we had little time to digest the material before the case 
started. : | 


_— 


10 a.m. 


Pierre Genest makes fun of a phrase I originated many years ago: We have 
the "dump and run'' theory with Hydro. Hydro dumps the material and waits for 
us to run after it to examine it. We call it the dump and rum theory. Hydro 
does not come into the box to testify about all its material. It files up to 
12 or 14 volumes ahead of time, containing thousands of pages. In the six 
weeks we are expected to understand all those pages, so that when Hydro puts 
its witnesses in effect in the box--we do not have anything as formal as a 
box, nor would you want to with an administrative board--they simply are 
qualified. They are asked, ‘What is your name?", "What is your background?" 
and ''Have you any changes you want to make to the written material? They 
usually say no, or they may make a modest change. After that, the examination 
starts. You have to have done your homework or it is all over. You have to 
have understood it all before it starts at least to understand what they are 
going to say. 


This is one of the great problems of the limited amount of time. It is 
not until April 15 that we can be sure we should call witnesses to start on 
June 1. If you want to call international or national people to help the board 
get a broad view of what it is hearing, you often cannot get anybody with six 
weeks' notice. They have other obligations. They are not available. The 
shortness of time therefore is involved. I am not suggesting Hydro can escape 
it. I have been there only a year and a half and there have been a lot of 
changes in that time. We have improved it greatly, but we have further to go. 
In any event, there is a limited time to report. 
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The second matter concerns wholesale rates. With Hydro, we look at only 
the wholesale rate; that is, the rate Hydro charges the municipalities. We do 
not look at what it charges the rural areas. We do look at the wholesale rate 
that goes to some of the major industrial customers, but we do not look at the 
end rate. 


Today we are in a market-related economy where the rate that one form of 
industry charges to a consumer is extremely important. Competition today is 
very important. This is what the western accord, which was entered into 
recently and which we have had a very long hearing on, has involved. I am sure 
you are aware of the significance of the demand side of a market-driven energy 
corporation. 


We look at only the wholesale rates charged by Ontario Hydro. For the 
gas companies, we fix the retail rate. We not only fix the rate, but we also 
tell them what the conditions of service ought to be. It is one thing to fix a 
rate, but if somebody has to supply the gas only every four years at midnight, 
it is not much use to you. You not only have to fix the rates; you also have 
to fix the conditions of service. 


The experience in Canada and in the United States has been that those 
who fix the rates should have some responsibility for the capital expenditures 
that are going to be made. Most observers view the way it is done in Alberta 
as not the best way to do it: one board fixes the capital expenditures and 
another board fixes the rates. 


Third, system expansion or capital expenditures are normally excluded in 
the letter we get from the ministry. Other things are excluded, but that has 
been a major exclusion for four or five years. That is basically because four 
or five years ago the matter was looked at very clearly by the government, by 
a legislative committee and I think even by the board, and major commitments © 
were made. Only now are we entering a new vestibule of life where the 
commitments for the future are going to have to be reviewed. That is what you 
ladies and gentlemen are doing at the moment, trying to weigh the supply side 
against the demand side. 


Fourth, we focus on the rate year. One of the problems with section 37 
is that we can look only at that year. With a gas company, we will review from 
time to time what has been decided in the past to make sure it is current and 
appropriate under today's economic factors. 


Anybody who is familiar with the Petrosar-Union Gas problem knows that 
today, five to six years after that large and improvident contract was entered 
into, one which is costing Union Gas and its customers a great deal of money, 
we are still working on whether and to what extent that should be shared 
between the shareholders and the customers. We do that with the gas companies; 
we are constantly monitoring and updating. 


I am not advocating regulation. I may even suggest later on that we 
might drop section 37 of the Ontario Energy Board Act. You are a 
well-organized committee and you have a good staff, but I do not know whether 
you have the time to go into the things we go into in a hearing. 


If the presidents and directors of gas companies were to come before 
you, they would tell you that regulation of gas companies has not emasculated 
their managerial duties. They would say they think regulation in Ontario has 
been fair, it has been good for the industry and they are pleased with it. I 
have heard people say that if the government or anybody starts regulating or 
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interfering with the directors of Ontario Hydro, they will be emasculated. I 
do not think that is right. It certainly has not been true in the United 
States. We fix the gas companies’ rates. We tell them, ‘This is in the rate 
base,'' '"That is not in the rate base,"' ''That has been in and you have to take 
it out,'’ or whatever the case may be. 


Perhaps it was because I asked them that they thought it was politic to 
say it is okay, but others have asked them too. You might be told that, but 
perhaps you would like to find out on your own by calling in the three 


presidents. Call them in and find out in a few minutes, or get them to file 
something with you. 


Under section 37 we can deal only with the year in question. I want to 
remind you that in that year, Hydro can embark on policies that will reflect 
on the next year. The policies do not affect this year's rate and therefore 
are beyond our purview, but when we get to the next year the decision has 
already been made. It has its problems. I do not think Hydro is particularly 
happy with it. Maybe it is; maybe it is not. No doubt Hydro is coming back 
here; I hope its representatives will see a transcript of what I am saying and 
will have an opportunity to comment. 


There is a last point umder ''Restricted Focus.'' We have the authority, 
and we exercise it, to tell the gas companies, ''You should have a certain 
amount of debt and a certain amount of equity.'' Equity is more expensive than 
debt for a number of reasons. Debt is deductible before you pay income tax; 
dividends are not. There are a number of problems which I am sure you are all 
familiar with. We have the authority, and we tell them they should have their 
equity at a certain level and not greater than that; otherwise, it is costing 
the customer more money than it should. 


We have no such authority with reference to Ontario Hydro. As you will 
see in a moment, last year we wanted Hydro to have its net revenue at a 
certain level, which would have increased its equity and reduced its debt. 
Hydro found that unacceptable. It has to look at factors that perhaps do not 
enter our minds. It also looks at evidence that comes after our case is closed. 


If you look at the rest of this slide, you will see "Monitoring." We 
follow the performance of the gas companies very closely on our computer. On 
occasion we require them to come in, and we say: “You are overearning. If you 
are overearning, you are charging the customers too much money.'' They would 
rather we did not do it, but they are very co-operative. Our computers 
interchange information with theirs, and we are able to follow them very 


closely. They know we are following them. I believe they think it is good for 
then. 


We do not have that exchange with Ontario Hydro, because we have 
authority during only a very limited time, from April to the end of August. We 
spend all our time in the hearing process. 


That is what monitoring is, and it is very important. It is one thing to 
say this should be done; it is another thing to follow it up and make sure it 
is done. 


10:10 a.m. 


With the gas companies, we have a uniform system of accounts. In 
co-operation with them, we have worked out how they shall account for their 
money and how they keep track of it. This is very important. If you look at 
depreciation or at certain headings, you know how they all account for their 
money. 
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Hydro has a much more flexible system. It is constantly putting in new 
and substantial capital assets. How you charge those capital assets between 
today and tomorrow is called intergenerational equity: you can dump it all on 
your kids in the future. That makes management look great today, but it is an 
awful load for the kids in the future. They will have their own problems; they 
pa make their own mistakes, and there is no reason they should have to pay 

Or OUTS. 


I am not suggesting anybody does that openly; in fact, Hydro's 
accounting policies are supported by many accounting practices. According to 
accounting practices, it is okay to do it this way, but it is also okay to do 
it that way. It is more conservative to do it this way, but it is perfectly 
okay to do it that way; however, ''that way'' may lead to intergenerational 
inequity. 


We do not let the gas companies do it. We believe today's burdens should 
be borne by today's customers. We do not have any say with Hydro. We just make 
recommendations. 


At the bottom of this slide are some words that explain the difference 
between rate base/rate of return and how Hydro does its business. I have taken 
pages 9, 10 and 11 of the brief to explain it. It is really boring and I will 
not go through it with you. You have to be an accountant and have a very 
audible alarm clock. However, there for your staff to read, in our own words, 
is the difference between how we regulate a gas company and how we observe 
Hydro. 


You will be glad to know I am nearly finished. I am sorry I have been so 
long. 


Mrs. Grier: You are much shorter thar I expected. 


Mr. Macaulay: Turning to slide 5, the Ontario Energy Board 
recommendations to the minister are quite brief. We recommend what the revenue 
requirement ought to be. That is the bottom line. That is what you and your 
wife talk about at the end of the year or each week when you are working out 
your budget. We talk to the minister about that in our report. We sometimes 
talk about rate design. If Hydro is going to change its rates, we like to make 
a corment to make sure the change is equitable and people are treated fairly. 
That is a little different from the intergenerational equity matter, which is 
really an accounting matter. 


If you have a heavy water plant and you shove it off for 40 years, 
nobody will pay for it today; it will be paid for some time in the future in 
the hope there will be use for that equipment. I am not saying that is being 
done, although unquestionably some of it is being done. Some plants that may 
not be brought on stream in the future should be written off, perhaps at 
present, depreciated much more heavily or amortized much more heavily than is 
the case at present. We will be going into that. There is no point in 

rehearing a hearing or anticipating it. 


We talk about the revenue requirement. Sometimes we talk about rate 
design. Sometimes we say to the minister, ''There are some other things you 
should consider.'' He has a busy schedule. There are only a certain number of 
things that can be done in a year, but we have made certain recommendations in 
addition to the rate matter. They are recommendations we make to the minister, 
not necessarily to Hydro. 
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We also make requests to Hydro. We frequently ask Hydro if it will do 
this kind of report or tell us this next year or whatever. Hydro is usually 
very co-operative. I should not even use the word "usually." It is 
co-operative and very open. Sometimes Hydro just says: ''Screw it. We're not 
going to do it." That is okay. 


The bottom of this slide shows what happened last year. If you look at 
page 13, you will see three major colums: column 1, column 2 and colum 3, 
strangely enough. Column 1 is what we said should happen; column 2 shows what 
Hydro said it would do on September 1 or thereabouts; and column 3 is what it 
did at the end of the year in doing its budget. We wanted Hydro's net income 
to be $500 million. We felt that was important. Hydro said, 'We will hold it 
to $460 million," but held it to $330 million. At least, $330 million is what 
it is budgeting for. 


These may not look like big differences to you or to others, but to us 
they are very big differences. There is not a single item Hydro put in its 
1986 budget that followed our recommendation. Not one. 


Hydro says, ‘We accept your recommendations for the purpose of making 
our rates.'' It fixes the rate in the fall, but when it comes to deciding how 
to spend its money, Hydro does not follow our recommendations. Column 3 shows 
what Hydro did on January 1. I am not being critical, I am simply saying there 
can be two explanations. One is that the facts changed materially between the 
time we made our recommendations and Hydro decided how to spend its money. 
Alternatively, Hydro simply rejected our view. 


One of our major concerns is operations, maintenance and administration. 
That is where private industry has to cut the money or lose the job. You have 
three choices: borrow the money, get it in rates or cut your costs. There are 
not four choices, there are three. Last year we said to Hydro, ''Please try to 
hold your costs at $970 million.'' On September 1, Hydro said, 'We will hold 
our costs at $970 million,'' but when its budget was struck at the beginning of 
the year the cost was $46 million more. That may not seem like a lot of money. 
You people deal with a great many very important matters. It is up to you to 
decide, but it was an important variation to us. 


This time we want to ask Hydro why it happened. There may be many 
explanations. I am just conmenting that you should not let Hydro come here and 
tell you, ''We listen to what the energy board says.'' This is for 1986. I have 
not gone back to 1985, 1984, 1983 or other years, but I suspect that, out of 
necessity or whatever, Hydro has not followed our recommendations. It does not 
have to. Who are we? They are simply recommendations. I want you to remember 
when Hydro comes back that I have said no doubt it has some excellent reasons. 
This year I would like to find out the reason for those variations. 


The net income is terribly important to us. That is the equity for the 
gas companies. The better the equity, the lower the borrowing in the US or 
wherever, although they have not been borrowing in the US recently. The 
interest rates they have to pay are a bit lower and so on. 


When Hydro comes back, and I guess it will come back, it will have an 
explanation for this slide. That is all I can say. We have put some 
calculations at the bottom for those people at Hydro who may want to know how 
we arrived at certain figures. 


10:20 a.m. 
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Now I really am finished. Slide 6 tells you that we send out a public 
notice. The public has an opportunity to come to the hearing and intervene. 


The public is thoughtfully looked after by Hydro. Hydro tries to be as helpful 
as it can be to the interveners. I have used five bullets to set out the 


normal interveners. They are the industrial customers, the large consumers of 
gas. They belong to associations and the associations are there. The 
municipalities are also there through the Ontario Municipal Electric 
Association, an association to which they belong. There are public interest 
groups. Mr. Poch and others who represent public interest groups come to make 
various representations. There are also concerned citizens. 


Our regret is that there are not as many concerned citizens as we would 
like to see there. We get many letters, but it is understandable. It is 
expensive and complicated to be there. There are thousands of pages of 
material to be read. You have to be there all the time, because it moves very 
quickly. We cannot be going back just to please one person. We would love to, 
but there is not the time. We get a lot of letters of concern and so forth. 


Mr. Chairman, that is about what you proposed I should cover. I am sorry 
to have taken 55 minutes to do what I thought would take 30. You have been a 
kind adviser to me over the years and you know that is not new. You have had 
to suffer through a lot of long discussions with me. 


Mr. Chairman: Thank you, Mr. Macaulay. 

Mr. Ashe: I think he was quite short. 

Mr. Macaulay: Does the silence mean I can go home now? 
Mr. Chairman: No, stay. I am getting my list up to date. 


Mr. Cureatz: Mr. Macaulay, I enjoyed your presentation and your 
specific reference to Hansard in past days. I will be frantically pulling out 
those old Hansards and reading them at my leisure over the summer holidays. No 
doubt I will be thoroughly indoctrinated in all that took place in your past, 
as you said, vignettes. 


Mr. Ashe: Bullshit. 


Mr. Cureatz: That goes for the member for Durham West (Mr. Ashe). We 
will hear what contribution he has to make. 


Mr. Ashe: I mean that you are going to pull them out and read them 
over the holidays. That is where the remark comes from. 


Mr. Cureatz: You indicated that your position here is not 
adversarial, which I respect very much. On the other hand I recognized, and am 
curious whether other members of the conmittee recognized, a degree of 
inflection of strong questioning in your voice about the failure of Ontario 
Hydro to recognize properly the Ontario Energy Board's attempt to explain to 
Hydro what it feels rate increases or capital expenditures should or should 
not be. Would you feel more comfortable if there were a stricter adherence by 
Ontario Hydro to your board's recommendations? 


Mr. Macaulay: I do not think Hydro has failed to recognize them. No 
doubt it has had reasons of its own for following its own course, which has 
not been parallel to ours on all occasions. I know some Hydro officials have 
been here. I asked our staff to try to find where Hydro has said that in 95 
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per cent or whatever percentage of cases it has accepted our recommendations. 
I can only say, looking at last year, those items were not recognized. I have 
not gone back and analysed other years. 


Hydro looks at what we recommend and says, ''For rate-making purposes, we 
adopt what you have reconmended.'' Very often, Hydro fixes the rate based upon 
what we have recommended, but when it comes to spend its budget in January, it 
has not recognized what we have recommended. The differences have to be made 
up on some other account in some other year. In our particular recommendation 
last year--and 1 am sorry, Mr. Cureatz, to go on--we were concerned that Hydro 
give a clear example of cutting back on its overhead or at least keeping it 
the same. It did not do that and we were disappointed. Hydro may have reasons; 
I am sure it will describe the reasons to us in the upcoming hearing. That is 
about all I can say. They are reconmendations. 


Mr. Cureatz: I am not sure what you are saying. Would you not feel 
better if Hydro were adhering to your recommendations? 


Mr. Macaulay: We believe in what we said. Therefore, I have to 
answer yes. 


Mr. Cureatz: Great. I am interested in the length of the committee 
hearings. I hoped the number of interested groups in attendance would be 
greater. Do you feel there should be a budget struck for such groups so that 
funds would be made available for monitoring? 


Mr. Macaulay: We are getting into funding, are we not? 


Mr. Cureatz:. That is right. Someone is going to ask about it 
eventually. . . 

Mr. Macaulay: Right. You will see that last year our board sat on 
this very issue. We published a 400-page or 500-page report on funding and 
costs. 


Mr. Cureatz: I will read that over the summer too. 


Mr. Macaulay: 1 do not encourage you to do it. We believe funding is 
desirable and we believe cost-granting is desirable. There are many people 
much opposed to it. When we went to court on a case, the Divisional Court said 
we had no authority to fund under the legislation. We have no authority. The 
Supreme Court of Ontario has said that clearly. It has also said that to the 
Environmental Assessment Board. The Ministry of the Environment has been 
making ad hoc amounts available to try to help. I know that you, Mrs. Grier, 
have been very involved in this, much to your credit, but it comes too little 
and too late. 


Look, let me put it another way. I used to say there is no point telling 
me you want me to play the piano. I have never taken a lesson. Give me at 
least a couple of months' notice. I cannot just go up on the stage and play a 
piano. Neither can you go into an important case unless you have the money in 
advance, you know what you can do and you have some opportunity to take a 
meaningful role. 


In answer to your question, we have recommended it. Whether the 
government feels it is appropriate is another question. I will tell you that 
when I went to a meeting with Ontario Hydro, its people said: 'Macaulay, what 


are you doing? You are PLANE to create a cottage industry for lawyers.'' There 
are two points of view. There is up and there is down. 
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Mr. Haggerty: That is right. 


Mr. Macaulay: Sure it is. Having heard 40 or 50 public interest 
groups as well as companies and others, nine of us, the whole board, sat 
because I wanted all members to be committed to what we were proposing. We 
published a report last year. We do issue costs at the end under very strict 
rules. Where we feel somebody has made a useful contribution and has led us to 
a better understanding of the hearing, we will provide costs. There are 
certain kinds of cases where we cannot, however. In any event, I do not want 
to take any more of your time on it. 


Mr. Cureatz: There may be a feeling among committee members that, 
notwithstanding the kind of effort Ontario Hydro makes in explaining its 
position to the general public and notwithstanding the options available, 
there quite often is a taintedness to its approach because whatever the 
general public means out there-- 


Mr. Macaulay: What do you mean "'tainted''? T'ain't yours and t'ain't 
mine? 


Mr. Cureatz: That is right, exactly. The problem is that there is 


bias from Ontario Hydro's point of view. Can you envision your board expanding 
its role? 


Mr. Macaulay: Look, people would say ours is tainted too. There is a 
very senior editorial writer on one of the newspapers who does financial 
columns. He says: ‘'All you guys do is give the gas companies exactly what they 
want. You are in their pocket.'' I have told him, in terms I will not use with 
Mrs. Grier and her colleagues here, what I think of him. We are viewed as 
being tainted too. I know I am being a little flippant--I say ''t'ain't yours 
and t'ain't mine''--but any view is subject -to a certain amount of criticism. 


10:30 a.m. 


After all, Hydro has a very big mandate. It has been in business since 
1905. It is dedicated to what it is doing and thinks it does it well. The 
world thinks it does it well too. I can understand its trying to sell its 
programs. This is one of its problems. At the moment it is oriented towards 
the supply side of electricity, and this year in our hearing we are going to 
concentrate a little on the demand side. 


Mrs. Grier: Let me pick up on your last statement. As you said, what 
we have been talking about is demand versus supply and their planning. I am 
wondering what role rates play in all this. We have not had any discussion of 
that. 


Mr. Macaulay: They play a very important role. Rates can be an 
incentive for certain customers to use offpeak and to use in the shoulder 
period, as it is referred to. Hydro has said to us openly, "If there is any 
help you can offer to us in this area to help us better understand the 
relationship of rate to demand, we would be happy to hear it,'’ and our staff 
is going to present some evidence. 


The American experience has been extensive and has shown unquestionably 
that certain rates will induce certain responses, but you must have an 
incentive there. Goodwill, good for the country and all that stuff is not 
enough. You must have a monetary incentive and rates can provide it. It is not 
the answer to supply, but it is part of the answer. 
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Mrs. Grier: Given that you have said your jurisdiction is limited to 
what the minister says in his reference to you, where does your jurisdiction 
come from to get into an examination of the relationship of demand and supply 
and to question Hydro's rates in the context of looking at demands? 


Mr. Macaulay: That is a very good question and it deserves a 
thoughtful answer. We deal only with wholesale rates. We are going to try to 
see whether there is not evidence out there that says you can, by changing the 
rate, encourage people to run their dishwashers after they have gone to bed 
rather than right after supper, for example. This requires all kinds of 
expenditures for metering and other observation equipment. 


In short, we are going to introduce general evidence that touches on the 
subject. I do not know exactly what it is going to say. I just know that the 
people who are going to be called are highly qualified in this area and are 
conducting some research at the moment to see what the estimated public 
response would be. 


We do not have any authority to deal with end rates, nor are we seeking 
it. Those are fixed by the municipalities. We have said several times over the 
years that we thought the ministry should look at how Ontario Hydro works out 
the fixing of end rates. That is all we said last year, and there was a flood 
of 200 or 300 form letters sent in to the ministry and the Premier's office 
stating that we were trying to take over end rates. Just a reading of our 
report shows we were proposing no such thing, and I repeat it now. 


When you get into competitive rates in oil and gas, where Hydro pays no 
income tax and gas companies can still compete with Hydro, then I think it is 
fair for all consumers in Ontario to be sure of how rates are fixed. I am not 
. suggesting that we fix them, but somebody should understand the criteria and 
the public should have an opportunity to appear before some forum, in front of 
you or whomever, not regularly to fix them but to understand the criteria and 
how you get into the club. 


There was a tremendous reaction that we were trying to take over the 
fixing of end rates and destroy accountability of the municipalities. There 
was no such thing. It was the third time we had recommended it. We are not 
going to recommend it again. You blow the bugle so many times and if not a 
god-damned thing happens, you put your bugle away. 


Mrs. Grier: Where does your mandate come from? 


Mr. Macaulay: Section 3/7. 


Mrs. Grier: It is limited to that. 


Mr. Macaulay: That is right. The case we are going to hear this year 
is limited to 198/ rates. That is what the section says. That is a limited 
area, but then the minister sends us his letter of reference and he may cut 
some things out of that, depending on the government's position at that time 
on certain matters. You are going into the demand and supply matter at the 

‘moment. 


I have been following carefully the recommendations of your staff and 
your transcripts, although I have to say they are awfully slow coming out. 
Ours come out the same day. Transcripts that come out two weeks later frankly 
are not very useful; they are no use to me at all. I have to have somebody 
here taking notes. It is expensive. I have to have somebody here taking notes 
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to see what you are saying, because it is important for us to know how you as 
members and as a committee as a whole feel about these matters. The 
transcripts of two weeks ago are not available yet, are they George? 


Mr. Cooke: I do not believe so. 
Mr. Haggerty: The committee has not had them either. 
Mrs. Grier: We have not seen any either. 


Mr. Macaulay: I know that. You ought to have them. We get them 
within four hours. If we do not get them within four hours, we get somebody 
else. 


Mr. Snell: At the end of your response to Mr. Cureatz's question you 
mentioned that you would be concentrating more on the demand side next time. 
Mrs. Grier was asking when that was coming in your mandate. I am interested in 
the way you will be looking at the demand side. 


Mr. Macaulay: I am sorry if I left that impression. I started to 
answer Mrs. Grier. We will likely not look at demand or supply. Historically, 
for five or six years the letter from the minister has excluded our looking at 
the supply side. In the fixing of rates we have required certain research to 
be conducted and we would like to hear it. Our research was into whether on 
the demand side and with rate creativity you can influence the forward 
planning of Ontario Hydro. It is very dicey whether that is clearly within our 
mandate for this coming year. George, do you have copies of the letter of 
reference? . 


Mr. Cooke: I have the letter from last year. 


Mr. Macaulay: I am going to hand out to you a copy of the letter of 
reference of last year from the minister. You will see for yourself what he 
says to us. I will not go through it and will not ask you to do it now, but at 
some later time you might like to look at it. 


Mrs. Grier: The signatory is here, so maybe he can explain it to us. 


Mr. Macaulay: He can do that on another occasion, I am sure. I have 
no criticism of the letter; I am just talking about the process. As far as 
concentrating on the demand side is concerned, we are not going to be 
concentrating on anything. We are looking at rates. Hydro is proposing five or 
six incentive rates, which it put into place last year. It is constantly 
working with incentive rates. Since it is working with incentive rates, we are 
anxious to have a look at them and very anxious to encourage Hydro in every 
way possible to encourage people to take in the shoulder period and off peak, 
or to take in a different way in the future that will allow Hydro to try to 
cut down on immense capital expenditures that are made in a major position for 
one of two reasons: first, because the marginal costs are equal to or less 
than the average costs or, alternatively, because there is nobody to tell them 
that that is what they have to do. 


The expense in the United States is that when the marginal costs are 
above the average costs, the utilities have turned away from the supply side 
to the demand side--either that or the regulator has required them to do so. 


Mr. McGuigan: I am interested in your reference to Union Gas having 
contracted quite a supply of--I do not know whether it is called artifical 
gas-- 
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Mr. McGuigan: Manufactured gas. In the meantime, rates were-- 
Mr. Macaulay: ''Synthetic'’ is the word. 


Mr. McGuigan: ''Synthetic'' is the word I was trying to get. In the 
meantime, the supply of natural gas was there so that the company did not have 
to use the synthetic gas. Then you assessed that cost to the shareholders 
rather than to the customers. 


Mr. Macaulay: We told the shareholders they had to pick up some of 
the cost of that because management had made that decision. The shareholders, 
not the customers, elect management so that they have to take, and I think 
they willingly do take, some responsibility for management's decisions. 


Mr. McGuigan: As a matter of interest, Union Gas renegotiated that 
with Petrosar. 


Mr. Macaulay: It has entered into a new agreement to share the 
premium as it arises. That is coming up before us. I hope you will forgive me, 
but I think it would be inappropriate for me to conment on it. 


Mr. McGuigan: 1 was not going to question you on that. How do you 
separate it between the customer and the shareholder? How do you keep 
management from shifting those costs? 


Mrs Macaulay: We look very closely at_ how costs are allocated 
between the present and the future and at how they are allocated between 
customers. It is a judgement call. Somebody else may have better judgement 
than we have on it, but we have been in the business for 25 years, and the gas 


companies feel on the whole that we have been fair about it. It is a judgement 
Ball. 


Mr. McGuigan: It is. I have always asked myself how you can be sure 
over the long run that the shareholders do not put that over to the customer. 
I come from the biased thinking that the customer finally pays in the end 
anyway, regardless of how you handle it. 


Mr. Macaulay: With great respect to you, and I do have great respect 
for you, in the Petrosar case that is not so. A substantial portion of that 
contract, which I called improvident--I did not say it was unwise Or 
imprudent. There is a difference between ''imprudent" and '"'improvident."' 
"Improvident,'' as I understand it, means it has turned out not to be 
economically a good thing. “Imprudent"' means they should not have gone into it 
or should have gone into it. We have to look at the question now that this 
agreement has been reached. 


Mr. McGuigan: It looked like a good deal at the time. 


Mr. Macaulay: Yes. Everybody was talking about gas rationing and 
about how you were going to be without gas. We would have burnouts and 
blackouts and brownouts and every other kind of out. It looked like a good 
thing to do at the time and it was entered into for two reasons: first, to 
make some money for the shareholders, and second, to supply the customers. Up 
to this time our board has felt that they ought to share in some fashion the 
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premium that is paid to have had that. It is like life insurance in a sense. 
You buy it but you do not want to die the next day. 


Mr. McGuigan: In most cases. 
Mr. Macaulay: In most cases. You and I may be the exception. 


Mr. McGuigan: You are satisfied that this actually does happen, that 
the two sides of the business are separated? 


Mr. Macaulay: Yes, I am. I would feel very guilty if 1 were to say 
to you otherwise, because it is our job to see that the customers are not 
loaded with costs that ought to be borne by the shareholders. I remember that 
on one occasion we simply said that a number of things, such as airplane 
costs--just to pick on that as a small example--are not to be borne by the 
customers. We look to see that the salaries of presidents and others are 
within line. We make sure that if they are conducting side businesses--and 
this is why we have been proposing different legislation, and I think the 
government has indicated it feels supportive of that--the customer is not 
going to end up paying while the shareholder gets the benefit. We look at them 
very carefully. 


Mr. McGuigan: I asked that question because I am old enough to 
remember the Wartime Prices and Trade Board's regulations. You said earlier 
that if you asked the heads of the gas companies or Hydro whether they liked-- 


Mr. Macaulay: I did not say Hydro. 


Mr. McGuigan: Oh, okay. If you asked the gas companies whether they 
liked regulation, they would say yes. - 


Mr. Macaulay: I think they would accept it. I do not think I have 
ever heard them complain about it. 


Mr. McGuigan: To go back to the wartime price and trade regulations, 
although people in business were riled about them, they were sorry to see them 
removed. 


Mr. Macaulay: There were shortages in those days. 


Mr. McGuigan: People presumed that prices would go up when the 
controls were removed, but they went down. What I am saying is that 
regulations give the appearance of protecting the customers, but I am not 
always sure they do. 


Mr. Macaulay: We try to, anyhow. We do our best. When you have a 
monopoly and there is no competition, the tendency of human nature is to price 
your product at what the market will bear. Regulation is designed to put the 
price at what is fair. 


Mr. McGuigan: The other side of that is that when you have 
competition, it will do what regulations are supposed to do. 


Mr. Macaulay: Exactly, but if there is no competition, as there is 
not when you issue gas franchises, it is terribly wasteful to have one gas 
company gO up on one side of the street and another go up on the other side of 
the street. Therefore, conceptually, for years we have issued a monopoly 
franchise in a specific area. Then, since there is no competition, we make 
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sure to the best of our ability that the rates charged to the customers in 
that area are not going to gouge them. We make sure the rates are fair, that 
customers get good quality for the buck, a big bang for the buck. 


Mr. McGuigan: I remember that someone years ago--I think it was a 
Hydro employee--said he could always tell when Hydro was going to apply for 
new rate increases because for several months prior to that he would get all 
sorts of overtime. 


It does not bear that out on page 13, where you recommended $970 million 
and Hydro responded that it was going to spend $970 million. In actual fact, 
it spent $1,016,000,000. 


Mr. Macaulay: No. In actual fact it intends to spend $1,016,000,000. 
This is Hydro's actual budget, but we are only halfway through the year at the 
moment. This is 1986. 


Mr. McGuigan: Oh, I see. 


Mr. Macaulay: Hydro has not spent it yet. It is in the process of 
doing it. That is what it is budgeting. 


Mr. McGuigan: In a sense, that would reduce Hydro's profits by the 
difference between those two, would it not? 


Mr. Macaulay: That is one of the areas. There are other changes, 
such as in revenue. The foreign exchange is not as favourable as was 
predicted, and that will cost money. Hydro buys coal and other supplies in the 
United States and has depoting in the United States. The level of the Canadian 
dollar will affect how much money it has ta pay out. The higher our dollar is, 
the less Hydro has to pay across the border. 


Mr. McGuigan: That is on the fuel item, but what about operation, 
maintenance and administration? 


Mr. Macaulay: Oh, yes. Hydro may buy supplies there other than fuel, 
but I cannot remember at the moment. 


Mr. McGuigan: Turning to the results, you were talking about 
intergenerational equity. Your quarrel with $330 million as compared to $500 
million is that Hydro is putting $170 million into the future rather than 
paying for it. 


Mr. Macaulay: That is one way of looking at net income. Net income 
pays your debt down, puts more of your own sweat and savings into the family 
farm and means less reliance on the bank. 


Mr. McGuigan: I am glad we do not worry about equity being more 
expensive than Semepiin ee 


10:50 a.m. 


Mr. Macaulay: The equity here is earned out of net income; it is not 
raised through the sale of stock. Therefore, equity for Hydro is a cheaper 
form of investment than debt, whereas it is quite the reverse in a gas company. 


Mr. McGuigan: The bottom line is that you are satisfied the 
regulations are properly carried out and they do charge the appropriate rates. 
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Mr. Macaulay: Yes, with the gas companies. I feel, as with 
everything, that there are blemishes on every copy book, but on the whole, 
regulation of the gas industry has worked well in Ontario. I suspect the gas 
companies would tell you that. 


Mr. Chairman: Mr. Macaulay, you mentioned that in this new vestibule 
of light that we find ourselves in-- 


Mr. Macaulay: Was that one of mine? 


Mr. Chairman: It was one of your direct quotes. I want to assure you 
I am not bound by any previous offices I might have held in previous 
vestibules when I pose this question. You noted that you have no jurisdiction 
between the references on the Hydro rate situation. 


Mr. Macaulay: Yes. 


Mr. Chairman: I conclude from that that there is no ongoing 
monitor ing. 


Mr. Macaulay: That is correct. 
Mr. Chairman: That is as opposed to the gas-- 


Mr. Macaulay: Excuse me. It does not mean that our staff will not 
from time to time meet with the Hydro staff to get ready, sort of at the 
winter break, for the upcoming year. The staff may start to, but we have no 
official authority. 


Mr. Chairman: That is in direct contrast to the situation of gas 
utilities, where you do have ongoing monitoring. 


Mr. Macaulay: Yes, it is. 


Mr. Chairman: The Ministry of Energy in its annual report talked 
about your role as one of surveillance, which conjures up almost enforcement. 
Do you see yourself in that kind of role? 


Mr. Macaulay: No, we have no such authority. We have some 
responsibility between April 15 and August 31, and that is to hold a hearing 
and make a report. We have never tried to go outside that. I do not think we 
have any authority to go outside that. I suspect Hydro would resist if we 
tried to go outside that. From August 31 to April 15 we have no authority to 
ask or require Hydro to do anything at all. 


Mr. Chairman: I think the reference was made specifically to the gas 
utilities. 


Mr. Macaulay: With the gas companies, oh, yes. I mentioned to you, 
Mr. Chairman, that our computers are tied in with theirs. Their information 
comes to us on a monthly general form. We have worked out with them what we 
want to know. We do all kinds of modelling to try to decide whether they are 
overearning, underearning, why and where it is. We call them in on a very 
regular basis and discuss matters with them. If necessary, we have a hearing. 


Mr. Chairman: You are in a position to enforce the decisions of the 
board as they are spelled out in the report. 
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Mr. Macaulay: With reference to gas, yes. I think we do it as much 
by moral suasion as by anything else. We have the authority to file any orders 
we make with the Supreme Court and have them enforced as an order of eave 
Supreme Court. That is a very cumbersome way to do it. When the gas utilities 
know that next year we have the authority to limit their rate of return, and 
therefore their return on equity and so on, as in the relationship of the Bank 
of Canada with the chartered banks, it is called moral suasion. 


Mr. Ashe: Mr. Macaulay, I am glad to see that in all the material we 
have in front of us, with the exception of the chairman's letter to you, you 
are still called Robert W. Macaulay, QC. 


Mr. Macaulay: Yes, I am. I am quite proud of that. 


Mr. Ashe: It is the Queen's counsel designation that I am making 
reference to. 


Mr. Macaulay: 1 understand that. I understand I still have it. 


Mr. Ashe: You made reference to the fact that Ontario Hydro is 
undoubtedly going to respond to some of the points you are making today in its 
summation later in the week. There is one that I presume it will qualify for 
the benefit of all members of the committee. It relates to the percentages, if 
you will, of the recommendations that it has acted on that have come from the 
board. It is my understanding that Hydro was saying that on the actual rate 
recommendation it has substantially followed the recommendation, and on a 
cumulative basis it is practically right on. Undoubtedly, as you and I both 
know and as indicated in your summary, there is a lot more in your 
recommendations than just, 'We recommend a four per cent increase," or 
whatever the case may be. That should be clarified. 


Mr. Macaulay: Yes. Early last year, Ontario Hydro announced the rate 
would be 3.6 per cent. We recommended that the rate be 4.9 per cent so that 
this year Hydro would not have to dingle around and have it uneven. We wanted 
a more stable rate. Hydro picked it up. It increased the rate when it read our 
report or perhaps in response to the economic situation at the time. In any 
event, in the fall it raised the rate to four per cent. It has stuck with four 
per cent. Whether it would have picked four per cent for December when it 
fixed its budget, I do not know. 


I believe Ontario Hydro has to tell the municipalities--you two 
gentlemen would know better than anybody else here--60 days before the start 
of the year what the wholesale rate is going to be. Although it does not fix 
its budget at that time, it has to tell the municipalities what the wholesale 
rate is going to be. Later on it fixes its budget, but based on its budget it 
might never have fixed the wholesale rate at that level. This is why the 
system, it seems to me as a lawyer, is out of sync. 


Mr. Ashe: Mr. Macaulay, you were talking about how the board has to 
react to Hydro's dumping all the material on or about April 15 for your final 
recommendation on, even though things change as the year goes on. Do you feel, 
and is it feasible from the point of view of the board's handling of all the 
information, that your mandate should be changed to allow you to make your 
final reconmendat ion based on the most up-to-date material available? 


Mr. Macaulay: It could be that, Mr. Ashe. It is a very wise 
question. I have not really thought about it. We are told repeatedly by Hydro, 
and we know ourselves, that we must base our recommendations on the material 
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that is filed on April 14. I am not sure whether we could do it on the most 
up-to-date material. I have never worked it out with Hydro; I am certainly 
willing to do so. However, that is not the proposal. The act says ''the 
proposal,'' and ''the proposal" is what you get on April 14 or April 15. 


Mr. Ashe: I appreciate the legislation will have to be changed to 
change that mandate. I wanted to be clear whether you thought it would help or 
hinder you and the board. 


Mr. Macaulay: I do not think it would help or hinder us. What it 
might do is make our decision somewhat more in parallel with the circumstances 
under which Ontario Hydro makes its decision in September. We are making our 
decision on information we get in April that in many cases is already stale. 
Hydro makes its decision in September on information that is much more up to 
date even than the stuff we heard, because we stop sitting on the case at the 
end of June to write our decision. There is all of July, all of August and 
some of September. Then it comes down to December when Hydro actually fixes 
its budget. 


Maybe Mr. Campbell will tell you I am absolutely wrong, but I suspect 
that is also the time Hydro would like to fix its rate. That is the time to 
fix the rate. A good engineer and a good accountant will tell you: "Do not 
make a commitment until the very end. Make it as late as you can."' You make it 
early for the convenience of the public, but as late as you can for your 
profession. The time to fix the rate is when you fix the budget . However, the 
legislation says the municipalities have to have 60 days' notice. I believe it 
Loe OU StS tLe: 


Mr. Cooke: It is 60 days. 
Mr. Macaulay: You can see why I travel with George. 
Mr. Ashe: That is it. Let George do it. 
Mr. Macaulay: Yes, that is right. 
iL vaste 


Mr. Ashe: You used the analogy of the board's jurisdiction and how 
it handles the gas companies--the rate prorposals and so on--and compared that 
with handling Hydro, which is quite a bit different. Considering the ownership 
and the mandate, do you think they should be treated the same? In other words, 
with the gas companies you have to look at the shareholders’ equity, the 
return on investment and profit, which in my view is not a dirty word, 
although it is to some, whereas the mandate of Ontario Hydro is power at cost. 


Mr. Macaulay: You are quite right. They are different and their 
history is so different. Hydro started out as a commission owned by the 
municipalities, not even owned by the government. Until the 1970s all the 
municipalities, 300 or 400 of them, showed on their financial statements their 
share of the paid-for plant in existence. They were very upset when it was 
thought Ontario Hydro would be turned into a crown corporation. The Ontario 
Municipal Electric Association retained me as its counsel to give it advice on 


whether the legislation was legal. The municipalities were very uptight about 
14 8 


There is a strong feeling among municipalities and for that matter, when 
rates are down, on the part of the customers. When rates are up, the big 
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industrial customers are more concerned. There is a very strong feeling out 
there about Hydro, what it means, its history and its background. 


When I was here a year ago, I was asked whether I felt regulation was 
appropriate. I said it has been done in various places in the United States 
and it has worked. It has not been done here for various reasons. If you are 
going to go into it or even going to think about it, there are two sides to 
it, so be careful. There are a lot of sensitivities. There is a lot of history 
and emotion. There are a lot of differences between Hydro and the gas 
companies. I was not advocating anything. I was just trying to point out the 
difference between how we do the one and how we do the other. 


Mr. Ashe: That is exactly what I wanted to clarify. I know your view 
on that, but I raised it in case there was some difference in what you were 
saying. 


Mr. Macaulay: I know that Hydro feels quite comfortable before this 
committee. I have also heard Hydro express that it would rather be here than 
in front of our board, which I took as a mixed metaphor. 


Mr. Ashe: I think it means your people are at it full-time and are 
somewhat more technically qualified than most of us. 


Mr. Macaulay: In any event, I do not mean it as any disfavour to 
anybody. I know Hydro is comfortable here and I am glad it is. With your 
consultants, you are developing resources that are very helpful to the 
province, if you would just get your transcripts out sooner. 


Mr. Ashe: That is a different part of the process. I am sure the | 
chairman will take that to heart. 2 

Do you wish to express an opinion? I would appreciate it even if it is a 
personal opinion rather than board philosophy. Quite regularly, people come in 
front of this committee to advocate and suggest that all our answers for 
energy are in the sun, the moon, the wind and the stars. Let us call it the 
"soft path process.'' Some of the competitors state hydroelectricity is 
underpriced and should be substantially increased in price. Do you personally, 
or on behalf of the board, have’a strong view on that either way? 


Mr. Macaulay: No, I do not. I know you have listened to the same 
arguments. As I remember, the Economic Council of Canada in its last report 
said electrical energy in Ontario is underpriced and the federal government 
ought to step in and tax it if Ontario will not. Most economists believe there 
is an area of revenue that is available to the Ontario government that should 
go to the Ontario government, it having had its credit involved in the 
establishment of Ontario Hydro. These economists would put on some kind of 
electricity tax. If that is the case, many economists believe electricity is 
underpr iced. 


Many economists also believe that since Ontario Hydro does not pay any 
corporate taxes and yet is trying to compete with gas companies that do pay 
taxes, there is either room for tax or room for management improvement. These 
are opinions I have heard expressed, but I am just passing along to you 
hand-to-hand a hot potato. I am going to leave it with you, Mr. Ashe. I have 
no strong view on it, at least not one I am going to discuss here. 


Mr. Ashe: I was afraid that would be the answer. 
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Mr. Snell: What about the declining block structure and the effect 
on demand, Mr. Macaulay? 


Mr. Macaulay: The declining block structure is not thought to be 
conservation-oriented. For large-volume consumers, it is not thought to be 
good for peak demand. There are various views about it. As I perceive it, it 
was designed to encourage people to buy more energy. With the increased 
consciousness of conservation--mind you, there is a limit to which 
conservation will carry you. There is a limit beyond which it will not carry 
you. 


Mr. Snell: True. From your experience with witnesses appearing 
before the board, are there many other jurisdictions using declining block 
structures that remain in place? 


Mr. Macaulay: I think they are quite common. 
Mr. Snell: Are they? 


Mr. Macaulay: I think so, but I am not sure. I am only now becoming 
involved with the North American Electric Reliability Council and the American 
organizations because we are trying to learn from what others have done. In 
Ontario we are about where they were three years ago, and I am hoping we can 
avoid the screwups they got into. I hope you can help avoid some of those 
screwups too. I think you got started in time. I can just tell from the sense 
of the people who are here that you care. 


Mr. McGuigan: I have a supplementary question on declining rates for 
increasing volume. Does it not make economic sense purely from a cost or 
business point of view that when you have to put up so many lines and so much 
capital infrastructure to deliver the item, the people who use the larger 
volumes should get a declining rate? If you did not give them that declining 
rate, they would actually be subsidizing other customers. Can you give us your 
views on that? 


Mr. Macaulay: Mr. McGuigan, let us put it this way. If, to supply 
people with the volumes of energy that are involved in the declining block, 
you have to build more plant, then I do not think the declining block system 
is going to help the demand side of moulding the demand for whatever energy, 
whether it is gas or electricity. 


The declining block system is like the dodo; it has served its purpose, 
it has likely flown its last flight and new approaches are going to have to be 
made. Once you reach the stage where marginal costs are at the same level as 
average costs or even below them, you have to be very careful that the utility 
is not simply creating more supply because that is the easiest route to take. 
That is one of the problems of the declining block rate. It encourages people 
to take more power because it is cheaper. That is all I can say. I am sure you 
have a perspective that it is not a good thing and I am sure there are 
advocates of the declining block structure. It is less used, but it is still 
common. 


Mr. McGuigan: I agree it is not a system to promote conservation. 
From the standpoint of people, and I am not of them, who are using large 
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amounts, do they not have a pretty good argument for a lower rate as concerns 
the delivery system, the lines and so on? 


1:10 a.m. 


Mr. Macaulay: They have an argument, but it is like a housewife who 
says, ‘I would like to have a pound of tomatoes,'' and she pays $X for them per 
pound, and somebody else comes in and gets eight poumds of tomatoes and he 
gets a different price. She does not feel the grocery store should have two 
prices, one for her because that is all she can afford and that is all she can 
eat, and one for somebody else who eats like a hog. There are advocates on 
both sides. I have told you my side. I cannot defend it; I can just advocate 
it, as a nonadvocate. 


Mr. Haggerty: In reviewing Hydro's proposed rate increases for the 
year, you indicated that there was incorrect and outdated information. 


Mr. Macaulay: I did not mean incorrect; I meant outdated. It gets 
outdated very quickly, just as a clock. I have looked at the clock three or 
four times, but it moves on. I know I should have looked more often, but it 


moves on. So does our economy; it moves on. It is like a train. It is always 
on the move. 


Mr. Haggerty: With regard to outdated information, the letter of 
April 11, 1985, from the then Minister of Energy states in section C, ''In 
connection with the policies and practices respecting power costing and rate 
making, the principles do not require re-examination." 


Mr. Macaulay: Which one are you on, sir? 


Mr. Haggerty: On section C. 


Mr. Macaulay: I suspect that goes back to the marginal cost pricing, 
does it not? It took 18 months to go through one of the most complicated 
accounting, costing hearings. I was acting as counsel for AMPCO, the 
Association of Major Power Consumers in Ontario. 


Mr. Haggerty: You were an advocate then, were you? 


Mr. Macaulay: Certainly. Look, I have been minister, 1 have been 
vice-chairman of Hydro, I have acted for the Ontario Municipal Electric 
Association, I have acted for AMPCO, I have acted for the province out west to 
fight the exports and I have acted against the Mackenzie Valley pipeline. I 
have been in the energy field for 30 years. I am very much at home and I like 
to think I get hired because of my experience. 


Mr. Haggerty: Section D says, "As in previous years, the board shall 
review and report on the impact of the system expansion program on the 


proposed rates, however, the system expansion program is excluded from this 
review. 


Mr. Macaulay: What they mean, Mr. Haggerty, is that we should report 
how it is getting on and what they are doing, but we should not look at the 
system expansion itself. You are looking at that now. It may be excluded 
because this committee is looking at it. I suspect we will receive very 
shortly from the minister a letter that may well exclude what you are looking 
at, the demand and supply side, which is what you call system expansion. 
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System expansion involves questions such as how much more plant you need 
to meet the forecasted load that will be this size, unless you take corrective 
efforts or try to manipulate, massage, design and mould it. However, with 
massaging, moulding and incentives, it may be of a different nature. That is 
baat you are looking at and I suspect that may be excluded from our hearing 
this year. 


Mr. Haggerty: In your submission this morning, you mentioned gas 
utilities and fair rate. Without having all the background information that is 
required in sections C and D, how do you describe a fair rate for Ontario 
Hydro? How do you arrive at it? 


Mr. Macaulay: We take certain things as given, that the system 
expansion has been authorized either by this committee or by order in council. 
Our concern is, how do you account for it? Over what number of years do you 
depreciate it? If some of the plant is taken out of service, do you write it 
off right away or over how many years? Do you go on depreciating it as though 
it will come back, like the sled? 


Mr. Haggerty: Regarding the write-off of older plants, some of which 
you might say have not even been on stream yet--I1 am talking about the oil 
ones--are you suggesting there should be a complete write-off instead of 
depreciation? 


Mr. Macaulay: That depends on where you think we are going to go. 
People who are greatly concerned about acid rain would rather bring back some 
of the older plants, which are less efficient but nevertheless do not have the 
side-effect of serious acid rain fallout problems. These are macro decisions 
you and the government have to make. We cannot make those decisions. We should 
not be directing Hydro policy. A 


Mr. Haggerty: Is locked-in power taken into consideration? 
Mr. Macaulay: What do you mean by locked-in power? 


Mr. Haggerty: At the Bruce nuclear: plant there is a certain amount 
of locked-in power. 


Mr. Macaulay: I see what you mean. 


Mr. Haggerty: Is that taken into consideration when you apply the 
rate structure? 


Mr. Macaulay: For that year, yes, it is. We always try to determine 
how soon the high-voltage deliverability will take place and how long the 
power that is locked in, or shut in or whatever word is used, is going to take 
place. That has something to do with how much more plant is needed and the 
years in which it will be needed. We look at it for the year in question. 


Mr. Chairman: Thank you, Mr. Macaulay. 


M. K. Berkowitz is appearing before the committee to discuss the 
findings of a study commissioned by the committee on the embedded subsidies or 
hidden costs of electricity options in Ontario. 


M. K. BERKOWITZ 


Mr. Berkowitz: In the limited time I have available, I would like to 
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talk about four specific areas. The first is the effect of government 
subsidies on the decision-making process. The second is the identification and 
quantification of subsidies to electricity options, specifically in Ontario. 
Third is the conclusions that can be derived from the analysis we undertook. 
Fourth, I would like to present some key questions that might be relevant to 
this committee in the light of the issues it is studying. 


dbe2),,.asm. 


Perhaps I might first put on my pedagogic hat and talk for a moment 
about the decision-making process within any firm. As an example, suppose we 
take a company that is trying to decide between various options to produce 
electricity. These alternative methods of production are differentiated by the 
relative amounts of capital, or fixed input, to variable inputs. The variable 
inputs that might be used to produce electricity are labour, energy as an 
input in the production process and raw materials. 


As an example of the different technologies available in these different 
mixes between capital and labour, we might think of nuclear technology as 
being a high-capital technological mix and low-variable input mix, as opposed 
to fossil-fuel-generated electricity which has a lower capital intensity and a 
higher variable input ratio. 


If you will bear with me for a moment, I have an example to show you the 
effect of how decisions are made. Suppose we let K be the units of capital 
employed and let them be measured in kilowatts. Let L be the units of labour, 
but labour represents all variable inputs, not just labour. Kemember, labour 
represents labour, energy inputs and raw materials that are input into the 
process. Px is the price per unit of capital. That is not simply the 
purchase price of capital, but represents all the financing charges as well. 
You can think of it as the capital being rented and Py is the rental price. 
The individual who owns the capital must earn back the price he paid for the 
Capital, plus any financing charges used to finance his investment. That is 
all included in Px. 


Pr, represents the price per unit of the variable input. For this 
example we will call it labour. MP, is the additional electricity produced 
by employing one more unit of capital and holding the amount of labour or 
variable inputs constant. MP], represents the additional electricity--that is 
the output we are interested in--produced by an additional unit of labour over 
some fixed period of time, holding the amount of capital fixed. 


The ratio of MPy to Py is the extra value of an additional unit of 
output. It is the extra output MP, from using one more unit of capital 
divided by the price, so it is the extra output per dollar. In a sense, it is 
a measurement of the extra value of employing one more unit of capital. 
Similarly, MP], over Pj, is the extra value of one more unit of labour. 


How are decisions made? Suppose we start with the value or MPx over 
Px greater than MP; over P,. In other words, the value of using an extra 
unit of capital exceeds the value of using an extra unit of labour. It then 
follows that you will employ more capital. What is the effect of this? The 
firm employs more capital and less labour. As it employs more capital, the 
extra electricity that will be produced from every extra unit of capital 
decreases. Because you are employing less labour on a relative basis, the 
extra electricity increases. 


The reallocation between capital and labour stops when the values from 
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one more unit of capital and one more unit of labour are exactly equal. You 
are getting the same bang for the buck whether es are talking about capital 
or labour. Another way of saying that is that the real marginal value of one 
more unit of K is the same as the real marginal value of one more unit of the 
variable input L. 


When this equality is satisfied, resources are said to be efficiently 
allocated between these two inputs, capital and labour. The firm cannot 
improve itself by reallocating any funds from one of these inputs to the other 
input. That is the efficient process, the efficient technological mix. 


What is a subsidy? It is any government expenditure that makes an 
available option appear cheaper to the decision maker than it would if the 
price reflected its full economic cost. Subsidies are hidden costs since some 
of the real costs associated with the option are paid through taxes, not up 
front. 


How do subsidies affect that decision process? Suppose we let Sy be 
the subsidy per unit of capital. As an example, suppose we are talking about a 
firm that is choosing between the capital and the variable input--we are 
calling it labour--and Sx, the subsidy, represents a debt guarantee, which 
we Sah talk about later with respect to Hydro. That guarantee causes the cost 
of debt to be cheaper. Therefore, the price of capital is cheaper because of 
that subsidy. Instead of paying a 15 per cent or 14 per cent interest rate on 
debt, we are paying a lower rate because it is unconditionally guaranteed by 
the government. Therefore, the price of capital is less. Sx is that subsidy. 


We are letting P', be the subsidized price. It is lower than the 
actual price, the price some private company making the same decision which 
did not have that subsidy would face in the outside market. Resources are 
again allocated such that the values of these two inputs are equated, but in 
this case P'y is lower. If we start out with P',x lower than before, the 
ratio of MPy to P'p is greater. As the firm adds more capital, to equate 
these two it has to add more capital than it did earlier. It ends up with a 
higher level of capital relative to the variable inputs than it would have 
had. In other words, the firm employs a more capital-intensive technology. In 
this case, going back to what we said earlier, the more capitalized 
technological mix is a nuclear one. 


That is the effect of one type of subsidy. It distorts the 
decision-making process because the decision maker is not facing his real 
costs. He is facing some subsidized costs and taxpayers are footing the 
increment. 


With that in mind, let us look at the purpose of this study, which is to 
identify and quantify the embedded subsidies or hidden costs of electricity 
generation in Ontario and to examine the extent to which these subsidies have 
influenced the technological mix for electricity production. 


The options we examined were electricity produced with nuclear, 
hydraulic, fossil fuels or alternatives. The alternatives are grouped into 
one: cogeneration, small hydro, solar and photovoltaic. These are the supply 
options. I know a lot of people like to consider energy conservation as a 
means of supply. To an economist, that is incorrect. Energy conservation is 
not a means of supply; it is a reduction in demand. These technologies can be 
used to produce any level of electricity. Energy conservation can reduce that 
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level. If you reduce the level of electricity, you need less of any one or 
some combination of these to produce electricity. 


i? 30" 8 Tile 


The various subsidies we are going to look at for those options are 
Ontario Hydro's debt guarantee, and we will concentrate on that one; the 
research and development expenditures subsidized by both the federal and 
provincial governments; demonstration projects subsidized by government; 
direct support to users of energy; tax incentives within the system; and other 
subsidies, for example, advisory services, education and program development. 


First, I will look at the present debt guarantee. What is the effect of 
the present debt guarantee which, remember, is an unconditional guarantee by 
the province? If Ontario Hydro issues debt in the United States, it is done 
under the name of the province of Ontario. Everybody recognizes that Ontario 
Hydro is actually issuing it, but it is issued under the name of the province, 
not Ontario Hydro. 


The effect of the debt guarantee on the type of generating equipment was 
illustrated in my little example about a subsidy. The debt guarantee causes 
the cost of debt to be lower than it would be in the private sector. because 
the cost of debt is lower, the price of capital is lower, and there is an 
incentive to use a more capital-intensive, lower-variable-input type of 
technology. We illustrated that. 


What is the effect on the demand for electricity and the level of 
investment made? The cost of debt is lower. Therefore, the overall cost of 
raising funds for this firm is lower. If the overall cost of raising funds for 
this firm is lower, then the prices charged consumers are lower, because 
prices reflect the cost of electricity generation. If the prices are lower, 
demand is higher. The first thing is that the demand for electricity is 
higher. If demand is higher, the company must meet that demand, so the level 
of investment is higher. 


There are two effects here. The demand for electricity is higher because 
it has a lower overall cost of raising funds owing to the subsidy and the 
level of investment is higher. Not only does the company use a more 
capital-intensive technology, but it also invests more in electricity 
generation than it otherwise would. Both effects are occurring. 


Why do we eliminate the debt guarantee? By eliminating the debt 
guarantee, Hydro's cost of funds will more accurately reflect its true 
opportunity cost of funds; in other words, what it would have to pay in the 
private sector. The cost of Hydro's funds will be comparable to the cost of 
funds for any other privately owned utility, whether it be Consumers’ Gas Co. 
or Consolidated Edison in New York. 


As the debt guarantee is eliminated, two effects will occur. The first 
is the change in the cost of debt. As we talked about, the cost of debt to 
Hydro will increase. No longer will there be this guarantee. Therefore, the 
debt will be riskier to any investor in Hydro's debt. Because of that, any 
investor will require a higher return on his investment, and therefore it will 
cost Hydro a higher rate to issue the same level of debt. 


If you eliminated this guarantee, Hydro could never survive with its 
Capital structure. Its present capital structure is more than 80 per cent debt 
and the rest is made up of accumulated surplus in net income that you heard 
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about in the last presentation. No other private firm that exists without a 
debt guarantee can survive with an 80:20 debt equity mix or 80 per cent debt 
in its capital structure. If it operated without the debt guarantee, it would 
have to rearrange the capital structure. This rearranged capital structure is 
what we refer to as the notional capital structure. That is the optimal mix of 
debt and equity that Ontario Hydro would have in the absence of any debt 
guarantee. If you took away the debt guarantee, not only would the cost of 
debt change, but the whole mix of fumds that finances investment would also 
have to change. 


How does Ontario Hydro's capital structure change? I should mention that 
all the data I am presenting are for 1984, the last year for which 
comprehensive data were available. I will try to update as I go along. 


The present, or 1984, capital structure is 83.3 per cent debt. 
Obviously, there are no preferred shares. The common equity is 16./ per cent. 
Those are all the income figures we were told about in the last presentation 
that have accumulated. There is an accumulated surplus for the retirement of 
debt, rate stabilization and contingencies. It is a very high debt-equity 
structure, something we would not see any private firm operate with. 


On the other hand, the notional capital structure would comprise the 
following: 50.2 per cent debt, 12.3 per cent preferred shares and 37.5 per 
cent equity. We used a statistical model to develop this level of debt. I will 
not go into the variables, but if you have any questions about them later, I 
can talk about them. This is the capital structure that we developed for 
Ontario Hydro in the absence of any debt guarantee. Its basis is a statistical 
model, as I said. 


Let us compare the notional capital structure for the same period of 
time. This is Hydro's notional capital structure, or what it would look like 
in the absence of a debt guarantee. For 100 privately owned US electric 
utilities as published in Moody's Public Utility Manual, 1985, for the same 
period, the median US capital structure was 48.5 per cent debt, 12.3 per cent 
preferred shares and 39.2 per cent common equity. You can see that the model 
is quite robust. It is very similar to the median capital structure in the 
United States. We are not far away from that, as you can see. 


How does this capital structure rate with these 100 electric utilities 
when we look at these 100 electric utilities by their bond rating? Keep in 
mind that at present Ontario Hydro's bond rating depends on whom you are 
looking at. If you are looking at the Canadian Bond Rating Service, the bonds 
are rated triple A (low). If you are looking at Standard & Poor's, it was 
reduced to double A; you are all familiar with that. If you are looking at 
Moody's in the United States, it is still triple A, and that triple-A rating 
has been reconfirmed recently, so that it is not that Moody's has not got 
around to reducing it to double A. At present, Hydro is at double A or triple 
A, depending on whom you are looking at. If the debt guarantee were 
eliminated, its rating would drop. 


You can see there are only four public and private utilities that have 
triple-A ratings in the United States. These firms have very low debt-equity 
ratios as well. Ontario Hydro would be more like double A or A. You can see 
that the 50 per cent debt, 12 per cent preferred shares and 38 per cent common 
shares for our notional capital structure is very close. Again, it is a very 
robust figure; it is right in there as what Ontario Hydro would be in the 
absence of this debt guarantee. That is the notional capital structure. 
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The next thing we have to look at is if Hydro had debt, preferred equity 
and common equity outstanding in these proportions, at what cost would it have 
to raise these funds? There are two choices when we look at the cost of 
Hydro's raising debt. The first is to imagine Hydro with this notional capital 
structure going in the debt market and raising capital. We estimated that 
opportunity cost of debt, and it comes out to about 13.09 per cent. 


Pea acm. 


On the other hand, the lower, more conservative figure that I am 
presenting here today of 12.4 per cent is Hydro's embedded cost of debt. It is 
the weighted average cost of all debt outstanding at Hydro currently, adjusted 
for foreign exchange adjustments and the amortization of bond discounts. The 
12.4 per cent is the more conservative figure. If I used a full opportunity 
cost approach and looked at what Hydro would actually have to issue debt at, 
we have a higher figure here. 


We chose the more conservative approach because all privately owned 
utilities or regulatory boards in the US actually regulate on the basis of 
embedded costs. When looking at Union Gas, Consumers’ Gas and the other 
privately owned gas utilities, the Ontario Energy Board also bases its 
assessment on embedded costs. It does not use opportunity costs even though it 
should. To be consistent with the present regulatory approach, we chose 
embedded cost as well. 


The preferred equity is an average of preferred share issues for, I 
believe, 17 privately owned regulated utilities in the pipeline, gas utility, 
etc., industry in Canada during 1984. The common equity of 17.6 per cent 
represents a figure that is, again, an opportunity cost--what it would cost 
the firm to issue equity. That figure was estimated from an empirical 
statistical model that I can go into in greater detail later. It is 
compensation for both kinds of risk in the firm: the financial risk if the 
firm is at its notional capital structure and its business risk as well. This 
represents compensation for all the risk being undertaken by the firm. 


If we weight these different costs of the different forms of capital by 
their proportion, we get an overall cost of raising funds for Hydro of 13.93 
per cent. In other words, if a regulatory agency were regulating Hydro as it 
does Union Gas or any of these other firms, and if it allowed it to earn a 
return greater than 13.93 per cent, there would be some surplus to investors, 
presumably the common equity holders. If it allowed it to earn less than this 
amount here, it would jeopardize its ability to compete in the capital market 
with other firms of the same risk. If it were allowed to earn less than this 
rate, who would invest in this kind of company? Who would buy Hydro bonds if 
they could earn a higher rate with the same risk in the private market? This 
overall cost of capital represents the rate a regulatory agency would allow. 


If we carry this one step further and look at Hydro's return on capital, 
it is that cost of capital in the absence of a debt guarantee times the rate 
base. The rate base is basically the net book value of all revenue-producing 
assets. It is an average of the beginning and end-of-year values of this rate 
base. At present, Hydro is calculating a rate base. I am not sure for what 
reason, because it does not use it in the regulatory proceedings at present. 
It is also including work in process, which, because there was a $9-billion 
work-in-process figure on the books of Hydro in 1984, gives it a very large 
rate base of $23 billion or close to that. 


Most regulatory agencies in the United States do not allow work or 
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construction in process within the rate base. Therefore, again we were 
consistent with that. We can inflate this figure by including construction in 
progress. I am curious to see what Ontario Hydro will do next year, or 
whenever, with its constructed rate base. 


If we then multiply the 13.93 per cent--which is the return on capital, 
the cost of raising the funds--by the revenue-generating funds, we get a 
return on capital by Hydro of close to $2 billion. 


If we then reconstruct Hydro's revenue requirements in 1984--only one 
figure actually changes from how it actually constructed it--the revenue 
requirement in Hydro's own submissions is the revenue to generate the cost of 
electricity plus earned income, whether it be $300 million or $500 million, 
depending upon which year we are talking about, as we saw in the last 
presentation. 


Hydro must earn its fuel, power purchases, the nuclear agreement at 
Pickering and the water rentals, for a total energy variable cost of 
$1,211,000,000. There is $881 million for operating, maintenance and 
administration, and then there is depreciation and return on capital. This is 
what it would have to earn to maintain its integrity in this capital structure 
and to allow it to compete in the capital market with that capital structure. 


Secondary revenue: Our net revenue requirement is $4,118,000,000. The 
actual revenue deat at during that year is $3,783,000,000. The extra 
revenue that would be required in the absence of a debt guarantee on a per 
year basis is $335 million. If Hydro's capital structure were altered and the 
debt guarantee eliminated, an additional $335 million would have to be raised. 


Now the question is, how do we allocate that over the various kinds of 
generating equipment. We did so on the basis of the book value of the 
generating equipment. We did not include the transmission equipment, which 
would be included within the rate base, because that is a common cost; we just 
allocate it in the same proportions. 


Currently, the nuclear net book value makes up about two thirds of the 
total book value of Ontario Hydro's generating assets; fossil fuel is 
approximately 19 per cent and hydraulic is 13.8 per cent. Therefore, in 
allocating the $335 million extra revenue over these levels, you would have 
$223.8 million as the incremental revenue requirement for nuclear, $65 million 
for fossil and $46.2 million for hydraulic. 


Mrs. Grier: Has Hydro allocated its revenue requirements amongst the 
generating mix? 


Mr. Berkowitz: The cost, yes, but not the revenue requirements. You 
can determine the average cost of electricity generation on nuclear, fossil or 
hydraulic. Hydro publishes it even in the annual report. 


Mrs. Grier: In its decision-making process it averages it over the 
whole, does it not? 


Mr. Berkowitz: It is looking at the average; that is correct. 
Mrs. Grier: Therefore, why is it relevant to divide it? 


Mr. Berkowitz: We are looking at the impact on the decision-making 
process of the subsidy and choosing between different technologies. We want to 
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look at the choice among nuclear, fossil and hydraulic; that is why I went 
over that little example. This affects the price of nuclear capacity, fossil 
capacity and hydraulic capacity. The prices of these factors are being 
distorted by these demands. 


Mrs. Grier: I understand that, but I did not understand that Hydro 
did it that way. 


Mr. Berkowitz: It does not. It looks at the cost but not at the 
revenue. It looks at the overall revenue requirements. 


fl 50~-a cmt 


The Vice-Chairman: If I understand you correctly, I do not really 
see the relevance of this comparison you have made. It is not because it is 
nuclear, fossil or hydraulic; it is just that most of the new generation is 
from nuclear. Because it is newer and you are taking net book value, it has 
not had any opportunity to depreciate to any substantial degree in comparison 
with the older fossil, with the odd new one, and the hydraulic, which is 
nearly all old. Is that correct? 


Mr. Berkowitz: The average cost of capital that we are looking at, 
that we have put on the board, of 13.93 per cent and the revenue that would be 
generated under total assets are on the total generating equipment. It is not 
fair to allocate the increment due to the debt guarantee just to nuclear 
because nuclear is the marginal capacity. That is true: At present, nuclear is 
the additional capacity that you would add to the system that would be brought 
on. As well, all the debt guarantee is associated at present with all the 
generating equipment, not just nuclear, so that it would not be fair to say 
that all of it is due to nuclear. In other words, I would not want to say that 
_ this $335 million is all associated with nuclear because nuclear is the 
marginal generating, incremental kind of equipment that you would add. These 
are currently being used and they have been financed in a certain way to bring 
them on stream. 


The Vice-Chairman: Similarly, if the last 15 or so units had been 

_ predominantly fossil instead of predominantly nuclear, one and two would have 
_ been completely reversed. It is not because it is nuclear; it is because most 
of the new stuff is nuclear. 


Mr. Berkowitz: That is right, but that is covered in the net book 
value. 


The Vice-Chairman: Yes, I understand that.. 


Mr. Berkowitz: That represents the effect of the debt guarantee on 
the various technologies. 


Next I want to look at other Ontario government expenditures. The first 
are the Ministry of Energy expenditures. The Ontario Ministry of Energy 
expenditures--or subsidies, if you like--are from the annual report of the 
ministry for 1984-85. This information is also available in the 1984-85 Public 
Accounts of Ontario. During 1984, $11.6 million was spent on alternative 
energy resources, primarily on research and development, and $14.8 million was 
Spent on energy conservation. This includes research and development, 
demonstration, advisory services, education, program development and user 
Support. 
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The Ontario Energy Corp., whose shares are wholly owned by the province, 
through a subsidiary whose name is Ontario Energy Ventures Ltd., ehent $4.9 
million on energy conservation, primarily in the research and development area. 


Finally, during the same period Ontario Hydro spent $37.4 million on 
conventional electricity generation, primarily research and development, of 
which $34.4 million was directed to nuclear research, $0.7 million was spent 
on alternatives and $3.3 million was spent on conservation. Of that $3.3 
million on conservation, $2.3 million was for research and development and 
approximately $1 million was for the residential energy advisory program. Of 
the $2.3 million on research and development, $1.85 million was for load 
studies, which we heard about in the last presentation, time-of-day pricing 
studies and so on that Ontario Hydro has undertaken. 


Those are the Ontario government subsidies. 
Mrs. Grier: How is there a subsidy if Ontario Hydro has spent it? 


Mr. Berkowitz: It is ultimately coming not from shareholders but 
from taxpayers. 


Next, we have federal government subsidies to Ontario electricity 
generation. The federal government spent $175 million on nuclear research and 
development during this period. I allocated that whole $175 million to nuclear 
for Ontario Hydro. If you look at the additions to capacity through 1992 which 
were published in 1984, all nuclear expansion in Canada will be by Ontario 
Hydro. All planned nuclear expansion in Canada is by Ontario Hydro, according 
to the Department of Energy, Mines and Resources figures. If that is the case, 
all benefits from research and development that will be embodied with a new 
technology will be to the advantage of those users in Ontario. That is why the 
whole $175 million was allocated to Hydro. 


The Vice-Chairman: What about export? 


Mr. Berkowitz: I would talk about sales but there is no way to 
estimate what the sales would be. If there were sales, they would have to be 
divided up. As far as I know, there will be none in the next seven or eight 
years that we know about for sure. 


There was $10 million allocated to alternatives and $15.1 million to 
conservation. With regard to demonstration projects, $2.8 million was 
allocated to alternative resources and $3.4 million to conservation. 


Moving on to direct support to users, the Canada oil substitution 
program, which ended March 31, 1985, offered a taxable subsidy of up to $800 
for any household that switched from oil to electricity or natural gas. On the 
basis of use, we found out how much was allocated in Ontario for those who 
switched to electricity, and then allocated among those who switched to 
electricity by generation: nuclear, fossil, hydraulic and alternatives. 


Under the Canadian home insulation program, which was scheduled to end 


March 31, 1986, one year later, $19.7 million was spent on energy conservation 
in Ontario. 


Finally, we come to federal government tax incentives. There are two 
basic tax incentives. With the first, conservation equipment which may be 
classified as class 2 or class 8 is able to be classified as a class 34 asset 
and is allowed to be written off faster for tax purposes. The estimate of the 
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savings due to conservation, therefore, would be $2.5 million. That is the 
increment. If you had those same assets and depreciated them over their normal 
class 2 and class 8 rates versus the higher rates, 25 per cent, 50 per cent 
ae per cent, the savings attributable to that benefit would be $2.5 
million. 


With the federal sales tax exemption, certain conservation items, 
household insulation materials and construction materials, are exempt from 
sales tax. Because of that exemption, there is a $2l-million saving 
attributable to conservation. 


12 noon 


If we sum up all those, what do we see? The nuclear subsidy represents 
$436 million of the whole $668.7 million. Close to two thirds of the whole 
subsidy to Ontario electricity options in 1984 was for nuclear generation. 
Slightly less than five per cent was for alternatives and slightly less than 

13 per cent of the total was for conservation. 


| If we impose these figures on Ontario Hydro's standard costs, how do 

_ these subsidies affect them? Nuclear would be pushed up the most if we add on 
the subsidy and see how it affects the average cost of production. Hydraulic 
is marginally increased on a per kilowatt-hour basis. Coal is marginally 
pushed. The one that would be affected is nuclear. 


What general conclusions can we draw? 


| First, there appears to be a large imbalance of subsidies between the 
_ available options for producing and conserving electricity. This imbalance 
_ distorts the allocation of resources in the marketplace. 


Second, the large imbalance of resources, primarily in research and 
_ development, occurs at both the federal and provincial levels, not just at one. 


What questions can we raise from this? 


First, does the imbalance in subsidies reflect the policy objectives of 
government? Is this the path, the direction, the government wants to follow? I 
have tried to give an estimate of the subsidies and how they affect different 
_ technologies. It has not been normative; it has been positive. I hope I have 
not given any embarrassing inflections about certain technologies or subsidies 
_to one or the other. I have tried to make this study positive and to present a 
picture of where the subsidies are going. Now it is up to you. Does this 
imbalance reflect the policy objectives of government? Is this the road, the 
_ direction, Hydro should be taking? 


| Second, considering Hydro's allocation of resources, are demand and 

_ supply options given an equal chance of being selected? Is there a bias in the 
_ process for supply options? If so, is this bias consistent with the objectives 
of government? It is not wrong that there be a bias. It is not wrong that the 
subsidies be different for these. different technologies if they reflect the 
objectives of government. However, it is important to get the objectives of 
government straight and then decide on the subsidies, not necessarily to take 
_these things as given, written in stone, and not able to be changed. 





That brings us to what opportunities are available to government to 
_ rectify these imbalances. The obvious one is to eliminate the debt guarantee 
or have Hydro act as if it did not have a debt guarantee. One way of doing 
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this is to privatize Hydro; to have it act in the private market, as does 
Consolidated Edison of New York or Union Gas here. 


Another possibility would be to have it accumulate a surplus so, during 
some period, it would try to achieve the 50 per cent debt-to-asset ratio we 
recommended as the optimal capital structure if it did not have debt 
guarantee. Without the debt guarantee, remember that rates would go up. As 
rates went up, the firm would earn higher profits. If those were retained, the 
surplus of the company would increase, and the debt, relative to the equity or 
total assets, would be reduced. The goal might be that 50 per cent. Over time, 
it could achieve it by charging higher rates, accumulating the surplus and 
operating at this lower debt-asset ratio in the long term. 


Thank you very much. If you have any questions, please feel free. 


The Vice-Chairman: Mr. Berkowitz, please go and have a seat over 
there, if it is more convenient. There are some microphones handy. 


Mrs. Grier: Has this kind of analysis been done before? For example, 
to your knowledge does Ontario Hydro make its decisions based on the kind of 
awareness you have demonstrated, or is this the first time that a quantifying 
of the subsidies has been attempted? 


Mr. Berkowitz: The first time we did this was in 1980, when we did 
this study for the Department of Energy, Mines and Resources. We looked at the 
production and distribution of electricity among all crown corporations in 
Canada. It was a lengthy study. We refer to it as the BH report in this report. 


In 1981 we did a similar kind of study for Union Gas, looking- 
specifically at the subsidies embedded in electricity. At the time Mr. 
McKeough took it at Union Gas. I know Mr. Lalonde ultimately saw it and it 
went through Hydro, so Hydro was aware of it four years ago. 


Mrs. Grier: Are the kinds of expenditures that you describe as 
subsidies made by the Ontario government or federal government different from 
the kinds of expenditures made in the United States by the federal or state 
governments? 


Mr. Berkowitz: In the United States, the federal government does 
spend money on nuclear research and development. 


Mrs. Grier: Does that influence the analysis you have done or the 
capital structure of the private utilities? 


Mr. Berkowitz: It is not necessarily that they are private 
utilities. In the United States they are privately owned and regulated, but 
the same kind of subsidy might exist. Electricity might, therefore, have some 
comparative advantage over, for example, gas generation for space heating 
purposes that does not have that kind of subsidy. That difference or 
Similarity, depending on how you look at it, is the same in both countries. 


Mrs. Grier: Is that taken into account in any of the decisions being 
made in those other jurisdictions? 


Mr. Berkowitz: Not that I am aware of. They are private companies, a 
gas utility and an electric utility, competing against each other. Because an 
electric utility has a subsidy for its particular technology, the shareholders 
of that company--I keep using Consolidated Edison in New York, but the same 
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would apply to any privately owned electric generator in the US--would receive 
the benefits. They would reap the advantages of that. 


Mrs. Grier: The effect of those kinds of subsidies in a private 


utility situation would be that the benefits of the subsidies would accrue to 
the stockholders. 


Mr. Berkowitz: Correct. 


Mrs. Grier: Whereas here they accrue to the ratepayers of the 
utility. Is that a fair statement? 


Mr. Berkowitz: They are paying lower rates, so taxpayers are better 


off in that sense. 
Mrs. Grier: Here? 


Mr. Berkowitz: Yes, but there is another sense as well. Because they 


are paying lower rates there is greater consumption and because of this 
greater consumption there is greater investment, and investment in the 


marginal capacity would be nuclear. You have to weigh that. 
Mrs. Grier: Which would itself distort the rates. 
Mr. Berkowitz: Right. 


Mrs. Grier: The capital structure that you showed us--I have to go 
back to the number of the ideal capital structure. 


Mr. Berkowitz: It is 50 per cent debt, 


Mrs. Grier: How does that compare with the capital structure of gas 
companies here? 


22:1 Ospsm. 


Mr. Berkowitz: We estimated it from a sample of 17 or 18 privately 
owned gas utilities and pipelines. At the time, there were some privately 
owned electric utilties as well. It compares favourably with those. It depends 
on how good the statistical estimate was. We were estimating from a sample of 
those data, so I assume it is close to that. 


Mrs. Grier: In your comments about the rate base, you mentioned $9 
billion had been added to Ontario Hydro's estimate of its rate base. That is 
Darlington, presumably, as you were talking about things in progress. 


Mr. Berkowitz: At this point, there is no reason for it to calculate 
a rate base because it does not use it for any reason. You use a rate base in 
the United States only when you are a privately owned company asking for a 
rate increase before the regulator. You go through the process I went through. 
You figure out an allowed return and multiply that by a rate base. That is 
your allowed profit. You then distribute your rates to earn that profit. That 
is not the process Ontario Hydro uses before the Ontario Energy Board. That is 
why I said I was curious to see what it does with that figure in the future. 
Currently, there is no use for it. 
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Mrs. Grier: I do not understand the purpose of using the rate base 
in other jurisdictions to arrive at the rates. 


Mr. Berkowitz: In the US, a regulator allows a firm to earn a 
specific return on its capital. That return must maintain the integrity of the 
firm, allowing the firm to compete in the capital market with other private 
firms. As an example, if the regulator allows a return of 14 per cent, that is 
14 per cent on all the assets that generate revenue. That 14 per cent return 
is a return on an investment. The investment is the rate base. 


If you multiply those two things, you get essentially the allowed profit 
that the firm is allowed to earn. You have that translation into an allowed 
profit and then the firm has to argue: ''Should we distribute rate increases to 
commercial, industrial, residential and municipal users? How do we then do 
that to earn this overall profit?" There are two stages. One is the setting of 
the allowed return and the second stage is the allocation. How do you allocate 
rate increases to customers so you earn the return allowed in the first phase? 


Mrs. Grier: Do I need to fully understand the difference between 
embedded costs and opportunity costs to appreciate your analysis, or do I not 
need to make that confession? 


Mr. Berkowitz: You do not, only because regulators do not use the 
opportunity cost approach. They allow the firm to earn its historical cost of 
debt. In other words, the regulator should be concerned with what it will cost 
the firm to raise money in the future. It is going for one period. What will 
it cost it this period to raise funds? What it uses is the average cost of 
what it has cost it in the past to raise funds. 


Mrs. Grier: That is the embedded cost? 

Mr. Berkowitz: That is the embedded cost. 

Mrs. Grier: As opposed to the opportunity cost. 
Mr. Berkowitz: That is correct. 


Mr. McGuigan: I point out that there is a subsidy in the fact that 
the province guarantees the debt. That leads to higher use and that leads to 
increased borrowing. Would there not be some tendency for those two to cancel 
one another out? A lender would tend to look at this utility and say, ‘The 
amount of money here is getting larger, the risk is getting a little greater 
and, therefore, we charge a higher rate." It probably would not fully cancel 
out, but is there not a tendency for those to cancel each other out? 


Mr. Berkowitz: As the debt guarantee would be eliminated, the firm, 
as you correctly stated, would become more risky to any investor, so any 


investor would require a higher rate. This would translate into higher prices 
to users. 


Those higher prices should have an effect of reducing the demand 
somewhat and therefore reducing the level of capital spent. However, when the 
prices of electricity--whether it be in comparison to natural gas or any of 


these--increase in the short run, demand is not all that sensitive; it is very 
insensitive. Economists tend to talk about the price elasticity of demand, the 


sensitivity of demand to changes in price. The short-run price elasticity of 


electricity is actually quite low because in the short run there are very few 
substitutes. If you have an electric dishwasher or dryer, if electricity 




















ee) 
| prices increase, there is very little you can do in the short run. 


| As the capital becomes more obsolescent--as your washing machine or 

_ dryer wears out--the higher prices would encourage you to buy a gas machine. 
In the longer run, substitution possibilities exist, but in the short run 
there are not many. In the shorter run, even though prices would increase as 
_ the result of a reduction in the debt guarantee--and maybe we are talking 

_ about one cent per kilowatt hour; even with this $335-million subsidy, we are 
not talking about a doubling of electricity rates--it probably would not make 


that great a change in demand in the short run. In the longer run, again, that 
_ would be different. 


Mr. McGuigan: Following that line of argument, it seems to me you 
are arguing against your original premise, are you not? 


Mr. Berkowitz: It would not be as strong. It would not happen as 
quickly as you might think. If you eliminate the debt guarantee, and prices go 
up and suddenly the demand is cut in half and therefore Hydro does not have to 
| worry about meeting that demand, it can sell all this electricity to the 
United States. That is not so in the longer run. 


That is one of the problems with time-of-day pricing; trying to get 

_ people to use electricity at different times of the day. You do not know what 
the difference in prices has to be to encourage this use at different times of 
the day. That is what all the experiments are about, looking at the different 
ratios of prices on and off peak. 


Mr. McGuigan: Look at the Arabs: They had to increase the gasoline 
base price 14 times before there was any response. 3 


Mr. Berkowitz: That is right. I agree, but there was a response. 


Mr. McGuigan: They increased the price of crude oil 14 times before 
/we got a 100 per cent improvement in gas mileage. It does not make me feel 
very positive about electricity if we had to increase it 14 times before we 
got a response. 


Mr. Berkowitz: They have done three experiments in the United 

| States, in Connecticut, Los Angeles and Wisconsin, on time-of-day pricing. 
They are looking at very large differences of 10 to 15 times between the 
off-peak and the peak prices to see exactly what the differences have to be. 
You have to be very careful though, because you do not want to shift the peak 
either. You do not want to have the difference so large you cause the whole 
peak to go to the other side. 


Mr. McGuigan: You have not accomplished anything if everybody shifts. 
Mr. Berkowitz: No, not at all. 
Mr. McGuigan: You have to draw lots between who is-- 


Mr. Chairman: I want to try to complete this testimony by 12:30. Il 
have three more names. 


#2:20 p.m: 


Mr. Moore: If we restrict the argument to the guarantee, you 
mentioned it encourages capital-intensive and low-labour input options, in 
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particular the nuclear as opposed to the fossil-fired option. In fact, 
hydroelectric power would fall even more into the category of 
capital-intensive and low, later expenditures. Does the guarantee really 
encourage nuclear per se or does it simply work against certain options? 


Mr. Berkowitz: When you are looking at choices among options, you 
have to look at those that are available. Hydro sites that are reasonable are 
no longer too available in Ontario. If you are including them within the 
choice set and they are perfectly available, say, in Quebec, then I agree 
those should be part of the decision process, but basically, they are not 
within the opportunity set in Ontario. There is a restriction or a constraint 
on availability. I agree; things would change entirely if they were there. 


Mr. Charlton: Can we discuss the potential extension of what you 
have provided to us by looking at a couple of alternatives the committee could 
consider? For example, can we extend what you have provided to look at 
opportunity cost as opposed to imbedded cost, the relative per-unit ranking of 
the various options without subsidy and with subsidy, on the assumption that 
even though we want to be able to weigh them equally, we may also want to take 
advantage of whatever benefits the subsidy can provide in Ontario, as you have 
suggested? 


Is it possible for us to extend the set of data you have provided to 
look at the per-unit costs of the different options for the next increments of 
power in Ontario, to compare them without subsidy and with subsidy, so we can 
in effect look at the best options to consider as a province? In addition, 
having compared all the options without subsidy, can we look at other ways of 
using the subsidy than in the power rate itself, perhaps using the subsidy 
througb the tax system, in rebates and so on? 


Mr. Berkowitz: Different subsidies have different costs of 
administration, and for the same amount of money you might get a different 
bang for your buck depending on how you administer the subsidies. There are a 
number of things written about that. 


To get back to your question about looking at the opportunity costs, you 
are asking for what economists refer to as the marginal costs of electricity 
expansion. One of the reasons there has been a two-month debate at the Ontario 
Energy Board about whether it should be using marginal cost pricing is that 
everyone advocates using marginal costs. It is efficient and allocates 
resources in the most efficient way; however, the measurement of marginal 
costs is very difficult. Going through the measurement of marginal costs is a 
difficult concept and process. It is not easy. As you add an increment of a 
certain kind of capital, it not only affects your production of the next unit 
of electricity; it could change your whole present production mix. The 
measurement of marginal costs has to consider all those things. It is a 
difficult concept. 


Second, as we were looking at subsidies generated by the federal 
government we made some assumptions, and made them clear in our report, about 
how those federal grants or federal subsidies should be allocated to Ontario 
and then to specific technologies. You have to make some assumptions about how 
to go from A to B to C. As long as you know the assumptions, when you talk 
about making a decision, you know the decisions are made on numbers that were 
developed with a certain set of assumptions. We tried to develop that set of 
assumptions. It is a long answer. It is difficult in some in that you have to 
make assumptions to do so, but it is possible. 


Mr. Charlton: It is possible? 
Mr. Berkowitz: Yes. 


Mr. Charlton: Taking into account the assumptions you just talked 
about on the third to last page of your presentation, you attributed the total 
value of the subsidies to each of the options; the 436, the 69.7, the 49.9 and 
so on down the list. Having made the assumptions you have made, how difficult 
is it to take it the next step to look at the per unit costs of the next 
increment? 


Mr. Berkowitz: The next increment would be influenced by the 
subsidies that you are talking about. If you agree with the subsidies and 


think this is the way they should be, they affect your decision; it is a cause 
and effect. 


Mr. Charlton: From the size of the figures, I assume they affect the 
decision. Can we take these subsidy costs and come up with the real number per 
unit? 


Mr. Berkowitz: If you start out with the assumption that you will 
add an 800-megawatt nuclear plant, and that is the incremental equipment that 
you want to add, then you can look at the cost of that. It would be very 
difficult to try to take out all the subsidies but, theoretically, you could 
look at that with and without subsidies. The fact that you have the subsidies 
might affect the fact that you want an 800-megawatt nuclear plant. 


Mr. Charlton: I understand that. That is why 1 am saying you have to 
start out looking at it without the subsidy. Then you want to look at-- 


Mr. Berkowitz: It might not be that you want an 800-megawatt plant 


without the subsidies. 


Mr. Charlton: That is correct; that is what I am saying. You go the 


next step and look at the whole range of options without any subsidies, and 
_ then move from there to decide whether you want to use subsidies, where you 


want to use them, and in which way you want to use then. 


Mr. Berkowitz: You would be talking about the effect of the subsidy 
and its translation into a price increase to demand increase or reduction. 


Mr. Charlton: Correct. 
Mr. Berkowitz: All that would have to be taken into consideration. 


Mr. Charlton: That is exactly what 1 am saying I want to do. You say 


_we can do that, although it is difficult. 


Mr. Berkowitz: Yes. 
Mr. Charlton: Thank you. 


The Vice-Chairman: Could I ask a last question? We have about a 


minute. Mr. Snell has backed away from his. 


I appreciate what your mandate was; I am not challenging that at all. 


| When you looked at the debt-equity ratio of the 100 private utilities, even 


for your own purposes, and then compared them with Ontario Hydro, did you also 
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do any comparisons of the average debt-equity ratio of the public utilities, 
sreareprene iss in Canada to see whether Hydro was way out of whack in that 
regard? 


Mr. Berkowitz: Not at present, but in 1981 we did. The debt-equity 
structures do not change that much over time. If anything, they were slightly 
lower in terms of the debt at that time. 


The Vice-Chairman: They still are in comparison to Canadian 
utilities. 


Mr. Berkowitz: Right. 

The Vice-Chairman: The only reason I bring that up--and as I say, I 
am not challenging that in any way; I know what your task was--is that some 
people may have the wrong conclusions about the debt-equity ratio when you 
compare apples with apples, rather than apples with oranges. 


Okay, we have gone exactly to 12:30 p.m. Thank you very much, Mr. 
Berkowitz. 


Mr. Berkowitz: Thank you. 
The Vice-Chairman: It is the feeling that the committee should have 
an hour and a half for lunch, so we will meet at two o'clock. Please be 


prompt; we will be starting right at two. Perhaps I should say 1:50 p.m. 


The committee recessed at 12:30 p.m. 
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ELECTRICITY DEMAND AND SUPPLY 
(continued) 


Mr. Chairman: We will come to order. Mr. Linder, I am sorry for the 
delay. Please proceed. 


ICF INC. 


Mr. Linder: I thank the committee for the Opportunity to speak with 
you today, and for whoever was responsible for the beautiful weather. As I 
said during lunch, it was probably ordered for the Blue Jays' opener. 


My name is Keneth Linder and I am with ICF Inc. ICF is a consulting firm 
in Washington, DC. We work principally in areas of the environment and energy. 
We have practices in health care, occupational safety and health and other 
public policy issues. The mix of people is basically economists, business 
MBAs, people who have degrees in public policy as well as engineers and 
scientists. We have been doing quite a bit of work recently in the area of 
hazardous wastes. In the energy area, we have been working on least-cost 
planning issues and we are very much involved in the Michigan electricity 
options study, of which some of you may have heard. I will discuss that a 
little later on since it is relevant to the topic at hand. 


This lists the topics I would like to address today. First, to lead into 
the talk I will give some historical perspective on regulators and utility 
planning, and then go into some possible reasons for the growing interest in 
utility planning among regulators and policy people these days. I will present 
some information on a survey of legislative and regulatory activities in the 
United States and then illustrate that with some activities in particular 
states. I will contrast some of the different approaches some of the states 
have taken with regard to looking at utility planning and then finish up with 
some of the lessons from the United States and some cautionary notes. 


Prior to the 1970s, there was very limited direct involvement of 
regulators in utility planning. It was limited principally to issuing 
certificates of need for new power plant construction and rate regulation. 
Rate regulations were more or less after-the-fact regulations of utility 
yaa whether or not the investments would be included in the utility's rate 

se. 


There was very limited direct involvement in utility planning and where 
there was it was pretty much a rubber stamp of the utility decisions. New 
plants entered into the rate base as a matter of course. It was limited at 
that time to looking at demand-side options, as we say these days. Some of the 
reasons are that there were steady and high rates of growth in demand and the 
utilities could plan. Flexibility was not much of an issue. 


There are economies of scale in constructing new plants. There was an 
apparent abundance of resources of fossil fuels and the like. There was also a 
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limited perspective on the externalities of power generation, particularly 


environmental or potential environmental impacts of power generation during 
the time. 


With respect to financial stability, utility stocks were highly rated 
securities. Very conservative institutional investors invested in them as well 
as people looking for long-term growth for their retirement. Probably most 
important was that there were falling real, and at time nominal prices of 
electricity during that period, implying that the marginal cost of production 
was less than the average cost of production. 


During this time the utility planning approach was basically the 
marketing of new uses such as air conditioning. Traditionally, United States 
utilities were winter-peaking based on lighting loads. To counter or fill in 
in the summer season, there was the marketing of air conditioning during the 
1950s and 1960s. Partly as a result of their success, and of increases in 
income and so on as well, most US utilities now are summer-peaking and they 
are trying to look at demand-side programs that will limit growth in the 
summer peaks or to fill in the valleys in the winter. 


During this period, forecasting by trend extrapolation or other simple 
methods was appropriate because of the regularity of growth in electricity. 
Again, because of this growth and economies of scale, investments typically 
were in larger central station plants. 


To illustrate some of the situations in which they found themselves, 
this is a chart that shows the annual percentage change in electricity demand 
from the period 1955 through the early 1970s. While you can see some 
year-to-year variation, generally the demand for electricity was growing in | 
the range of seven per cent per year. This implies that there would be a 
doubling of capacity required every 10 years. i 


We can see that for the US the incremental capacity additions during the 
same period were steadily increasing and the average revenue per kilowatt-hour 
of electricity sold was declining. This is in constant 1982 dollars and 
illustrates that the price of electricity fell in constant dollars from about 
six cents per kilowatt-hour in 1955 to less than four cents per kilowatt-hour 
in the early 1970s. . 


The events of the 1970s reversed all these reasons for simple approaches ~ 
to planning, limited regulatory interest in planning and limited interest in 
utility decisions. I will not go into all the reasons for what happened in the 
1970s because I am sure you are as familiar with them as I am. To repeat the 
graphs I showed earlier, but now extending the time period out to the early 
1980s, we see that the regular increases in growth of around 7.5 per cent are 
no longer to be seen. We hit some low point near zero growth in 1974 but there 
was a dropoff. The current rate of growth is about three per cent but the 
forecast is around only 2.5 per cent in the longer term. With regard to 
Capacity additions, we were at the peak of this graph in the early 1970s and 
that has shown steady reductions from the peak in 1974, with sectors and new 
units coming on line in the early 1980s. 


Here is the chart of utility revenues per kilowatt-hours sold. You can 
see from the low point in the early 1970s in constant dollar amounts that we 
have increased to about the same place we were in 1955. In the United States, 
the principal producers of electricity are investor-owned utilities and this 
is one illustration of what was happening to some of their finances during 
that period. We can see the earned rate of return on equity of these utilities 
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was relatively stable during the period. There is some downswing in the early 
1970s, and then an upswing in the later 1970s, only to fall again after 1980. 
It was relatively stable but interest rates were skyrocketing during the 
period, causing utility stock prices to fall and new debt financing to be very 
expensive. This contributed greatly to the inability of utilities during the 
period to start new capital projects or to complete old ones. 


With these things going on, there was much more interest by the . 
government and regulators in utility planning during the 1970s, but the focus 
of this interest was really on short-term planning issues and utility 
operations. The focus of regulation during that period was on prices and the 
availability of fuel. This saw the introduction of fuel adjustment clauses 
which are pass-throughs of fuel cost increases to the customer and issues such 
as moratoriums on gas hookups. 


Other focuses of the period were on remedies to avoid financial collapse 
of individual utilities and on questions of what to do with the large central 
station plants that were already in the pipeline. In the United States, this 
meant especially nuclear units, but also some very large coal units. The idea 
was shifting from the marketing high-growth perspective to a conservation 
low-growth perspective. Part of what was going on at this time was the 
implementation of the Public Utility Regulatory Policies Act and other parts 
of the 1978 energy legislation on the federal level which called for more 
efficient use of electricity, promotion of conservation in looking at 
time-of-day rates and other things of that nature. During the late 1970s and 
early 1980s, a lot of attention was paid to the implementation of PURPA and 
all its provisions. 


Now it seems there is a growing interest in the longer-term plans and 
decisions of utilities, starting in the 1980s. One of the reasons for this is 
that the recovery of the economy and electrification of industry indicates the 
possible need for new power plant construction for the 1990s. People have made 
forecasts and some show low-load growth while others forecast high-load 
growth. The possibility is that we may be getting into another growth period. 
The questions people are asking are: What will the growth be? How much 
Capacity will be needed? What are alternatives to new capacity? If we do need 
new capacity, what kinds of capacity? 


2:30 p.m. 


Another reason that there might be more interest and attention paid to 
these issues is that there is relative stability in the industry at present. 
This allows some shift in the focus from short-term issues, as I mentioned on 
the previous slide, to longer-term issues. There are some remaining crises but 
these are principally nuclear issues and they are more isolated and less 
traumatic than the conditions during the 1970s. 


An overriding consideration is that people have been stung by the 1970s 
and they want to avoid a recurrence of the conditions and responses, both of 
regulators and utilities--the inability to respond, let us say--that was 
characteristic of the 1970s. Principal concerns would be treatment of 
uncertainty in forecasting, again relating to what our needs are and how 
certain they are, as well as flexibility in utility plants and responses. Are 


there ways we can adjust our plans and cope with changing conditions as they 
occur? 


Some other factors are that many options are being considered in the US 
for utility investment, both on the demand side and the supply side. A lot of 


N-4 


this is the outgrowth from our experiences in the 1970s. We have gained 
experience with these options and decided not to return to the lock-step 
response of only building large central station plants. The perspective in 
terms of utility investment now is going more toward looking at a portfolio of 
options that may include some large central station plants, but also some more 
flexible, smaller-scale plants, conservation opportunities, load management 
and the like. 


There is also the availability of new, sophisticated planning tools and 
data that help in planning. For example, there have been the development of 
end-use forecasting models and the application of decision analysis tools to 
utility investment decisions. Data on customer uses of electricity and 
customer behaviour are becoming available, much more so than they were during 
the 1970s or earlier. 


There are also continuing concerns over environmental and safety issues 
associated with utility investments and particularly central station options, 
acid rain which is related to coal, and disposal and safety issues, among 
others, for nuclear plants. In addition, there is the objective of financial 
stability. This is related to the flexibility of investment portfolios and a 
return of confidence in these investments to keep the cost of expansion and 
operations down. . 


The impetus for better planning--that is one way to put it--is coming 
from many segments of the market, from investors, users of electricity, 
consumers and industry. There clearly was concern about the cost increases 
during the 1970s and people would like to keep those cost increases as low as 
possible in the future. What can we do in terms of planning to keep them low? 
Environmentalists are concerned as well as special interest groups. 
Politicians are also interested in doing a better job in utility planning. 


This brings us to the concept of least-cost planning, of which you have 
probably heard at least three or four definitions already and are likely to 
hear several more. I will not give you a definition today. Basically the ideas 
that are embodied in the term, and where regulators and others are going, is 
that least-cost planning implies the consideration of a wide variety of both 
demand-side and supply-side options such as the integrated consideration and 
analysis of these options, decisions on investments based on economic and 
financial criteria, that is, cost-effectiveness of the various options and, I 
will add, a focus on the societal perspective, taking account of social and 
environmental costs and the like. 


To get down to some of what is going on in the US, ICF Inc. conducted a 
review, not a complete survey but a review, of some of the activities related 
to utility planning last year, and to demonstrate the wide interest in the 
idea of least-cost planning or topics related very closely to utility 
planning, we looked at federal agencies. In the United States, a lot of the 
regulation is done at the state level; so we looked at state legislation as 
well as regulatory bodies. 


Looking at federal government activities first, policies and legislation 
have addressed elements of least-cost planning. For example, in the 1970s 
there was the Public Utility Regulatory Policies Act, and some of the other 
segments of the National Energy Act of 1978 promoted energy efficiency. They 
required utilities to provide information in audits to customers; tax 
incentives were included in the US for solar and conservation 
investments--those have expired recently--and there was an increase in 
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research and development funding. There was a solar energy research institute 
as well as others during that period. 


One additional activity was regional planning as instituted in the 
Pacific Northwest. This is a unique situation in the US, which is related 
directly to the large government role in electricity generation in the region. 
These were some activities that occurred during the 1970s. 


As an ongoing activity, there is a rekindling of interest and there are 
current efforts to assess least-cost planning needs. Congresswoman Schneider 
is spearheading this effort by looking at the needs of industry, regulators 
and others, to see what information and tools are needed to do a better job of 
planning and establishing a research, development and implementation plan to 
get data and tools in place. She is also focusing on conservation. A lot of 
the effort is being directed through the conservation office at the Department 
of Energy at this point. 


The bottom line is that there has been no comprehensive policy, law or 
regulation at the federal level that addresses utility planning. There have 
been congressional hearings that have looked at these issues, but they have 
not resulted in substantive action. There is a long tradition of state 
regulation in that in the United States, and it is problematical whether such 
a law or whatever would be passed in the US. 


Another federal agency which is involved in utility issues is the 
Federal Energy, Regulatory Commission, which regulates wholesale and interstate 
sales of power. Order 298 of the FERC has to do with including construction 
work in progress and rate base. It is a very controversial order and there has 
been a lot of focus on the order. 


One of the provisions there is that the plants, which are 1 O88 to get 
50 per cent of the CWIP and rate base, must be prudent and consistent with the 
least-cost energy supply program. There has been little definition of what 
constitutes a least-cost energy supply program and there has been limited 
experience with implementation and enforcement of the provision. The focus has 
really been on the CWIP issue itself and not so much on the least-cost energy 
part of that. 


2:40 p.m. 


Turning to the state activities now, we look at some of the legislation 
associated with utility planning that has been passed at the state level. You 
should note that this is not a comprehensive list; rather, the idea was to try 
4g get some representation of some of the activities that are going on in the 


If we start over on the left, we talk about fully integrated resource 
plans that focus on least-cost planning. Nevada is an example that comes to 
mind. I will be talking about that in a little bit more detail later on. This 
would be one end of the spectrum in which the legislation and the implementing 
regulations are very prescriptive in terms of the methods, content and format 
that utilities have to use in doing planning in Nevada. 


Other states have stopped short of that. They have required the 
utilities to submit plans and forecasts and then the state will review and 
Pass judgement on the forecasts and plans. In some of these states, such as 
Ohio, you find that the forecasts and plans are developed by the utilities and 
then they are reviewed for reasonableness by the state. North Carolina goes a 


N-6 


step further in that it does an independent forecast itself. Again, I will 
discuss these in a little bit more detail in a few minutes. The focus on many 
of these activities is to look at alternatives to central station generation 
where they appear to be cost-effective. 


In other states, we have the development and review of statewide 
forecasts and plans. In New York, the power pool is required to develop a 
statewide plan and the Public Service Commission reviews the plan for 
cost-effectiveness. In Texas, the Public Utilities Commission prepares a 
statewide forecast, including and focusing on conservation activities based on 
utility reports. In addition, utilities must demonstrate the potential for 
demand-side programs and offsets to central station generation at the time of 
seeking certificates of need to build a new plant. 


Other states do not go quite as far in requiring the utilities to 
provide long-term plans, but they still get very much involved in the 
promotion of conservation and renewable resources. The focus here is on 
demand-side options and nonutility power production--in lowa, as an 
a Tr reheat includes increases in the efficiency of power production in 

orida. 


Now we will shift our focus a bit from the legislation and look at 
activities that have been initiated by regulators, which would include public 
utility commissions in the US as well as state energy offices. Again, this 
slide is not a comprehensive list, but just indicates the types of programs 
and options that are being promoted by the regulatory bodies. 


The focus here is pretty much on promoting conservation and renewables. 
In some states, there are requirements to study and consider options and 
include them in plans where they are cost-effective. There are in some states 
requirements to provide services such as audits or financing of investments in 
conservation devices or to establish programs such as informational programs. 
Also, in some states the independent state agencies, such as state energy 
offices, will serve as interveners in rate cases to promote conservation and 
elements of least-cost planning. 


We do not need to discuss the next slide. It covers some other 
jurisdictions and some other items they have been looking at. 


What we see in the US is’ that these activities are not focused on 
comprehensive approaches to planning. Here are some reasons. One is that in 
some states there is limited authority of what the regulators can require the 
utilities to do. In many cases, the authority of the regulators may extend 
only to review of utility decisions after the fact. Again, they may be limited 
in what they can require the utilities to do. 


Another reason is limited resources. Either doing a very thorough 
evaluation of a utility plan or developing an independent forecast and plan 
can be very resource-intensive and the resources have just not been allocated 
to implement state-of-the-art techniques and data collection or development to 
perform this kind of independent function. 


I feel we can expect growing interest in least-cost planning among 
regulators in the US, as indicated by the statement from a 1984 convention of 
the National Association of Regulatory Utility Commissioners. It states, 
Commissions should adopt a policy which bases the determination of need for 
new facilities on the development of a least-cost supply plan which evaluates 

° and incorporates all cost-effective conservation, load Management and 
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alternate energy sources.'' Again, we are getting away from the more 
traditional concepts of utility planning. 


Another survey has been done on behalf of Congresswoman Schneider's 
office and published by the Critical Mass Energy Project. My understanding is 
that you will have a representative from Critical Mass here in a day or two to 
discuss some of its findings in more detail, but I do want to present an 
overview of the results at this point. 


Critical Mass classified state utility commission activity according to 
three factors. The first factor is planning; that is, the requirement that 
utilities submit a long-range resource plan. The second is evaluation; that 
is, that there is a comprehensive review of the plan by the state. The third 
is enforcement, that there is some control within the state regulators over 
utility investments. 


Using these three criteria, the states fell into three categories. Level 
1 was a comprehensive least-cost strategy. This incorporated all three factors 
to some extent--planning, evaluation and enforcement--and the utility 
investments were determined within an integrated planning process. 


Level 2 was states where investments were not well integrated into the 
planning process but some progress had been made. To make level 2, utilities 
had to be required to file plans with the state, have programs promoting 
conservation and had to have was a procedure for certificate of need within 
the state. 


Level 3 was classified as minimum implementation of a least-cost 
strategy. This would be states where there is little progress and lack of one 
or more of the characteristics of a level-2 state. | . 

The results of their judgements of the state activities are indicated on 
this slide. In level 1, which was a comprehensive least-cost strategy, there 
were eight states. Level 2, where the investments were not integrated in the 
planning process but there was some substantial progress toward least-cost 
planning, covered 19 states. Then there were 22 states that showed minimum 
implementation of involvement in least-cost planning. 


The bottom line is that there are some states where substantial activity 
has been going on with the regulators and state agencies, but there are also 
states where there has been limited activity. 


2:50 p.m. 


I would like to talk briefly about four different states and some of the 
alternative approaches they have used in looking at utility planning. The 
first example is Ohio. Here the state legislature established a requirement 
for periodic review of all utility-developed forecasts and plans in the state. 
I believe a utility has to submit--it used to be to the division of energy--a 
forecast and investment plan every five years when it comes in for a rate case 
or if it wants a certificate of need to build a new plant 


The function was established by the legislature in an agency independent 
of the Ohio Public Utilities Conmission. They wanted to keep that as a 
separate function and not include it in determinations of rate base and rate 
making. However, my understanding is that the division of energy no longer 
exists in Ohio and this function has been absorbed within the Ohio PUC. It is 
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unclear right now exactly what that is going to do with the function or its 
use. 


Formal hearings were held in Ohio on the plans and forecasts to receive 
input from interested parties. This included state agencies such as the power 
plant siting board and the consumers' council as well as other interveners. 
The division of energy, now the Public Utility Commission, based on the 
findings in the hearing, would make a determination of the reasonableness of 
the methods used in forecasting and planning as well as the results of those 
forecasts and plans. 


Mr. Cureatz: Was there any public funding of the consumer group? 


Mr. Linder: The consumer group in Ohio is a state government agency, 
so that they are funded out of general funds. It may be that their budget is 
earmarked from utility revenue, as it is in several states. In some states--l 
believe it is the case in North Carolina--they take 0.5 per cent or 0.75 per 
cent of revenues, or whatever, and that is allocated to these types of 
functions. 


To go back to Ohio, the determination could be used by the Public 
Utility Commission power plant siting board in regulating rates and approving 
new construction. The determination of reasonableness, however, was not 
binding on the actions of these groups. A key aspect of this is that 
information is being provided and one government agency would make a 
recommendation or determination about the reasonableness of what the utilities 
ae presented, but it was not binding on the other utilities to accept those 

indings. 


In Ohio, the legislation addresses conservation and related issues as 
part of the determination of reasonableness. That does not require fully 
integrated least-cost planning. Finally, there.is no independent forecasting 
or planning capability established in the state. 


To switch to North Carolina, there are some similarities to Ohio in that 
there is a review of utility-developed forecasts and plans. However, there are 
some important differences. First, the North Carolina Utilities Commission 
public staff, which is a body independent of the commission, develops its own 
forecasts and supply plans. All forecasts are presented in a formal proceeding 
approximately every two years. This would include the utilities’ forecasts and 
plans as well as the independent forecasts and plans developed by the public 
staff. This has been going on since the late 1970s and many interveners 
participate in these hearings. The proceeding is instituted and heard before 
the public utility commission itself. 


As a result of the hearings, the commission issues an order that 
contains approved forecasts and supply plans for the utilities. The order can 
include implementation of conservation and load-management programs or 
requirements that these programs be studied. There are pilot programs, 
demonstration programs instituted and the like. 


In the case of North Carolina, the utilities are bound by the 
commission's order. They are required to establish their investment program so 
that it meets the plan approved by the commission. If there is a change in 
conditions or whatever and they want to build faster or not as fast, it is the 
utility's responsibility to come to the commission and request that it be 
released from that plan. As in many of the other states, there is substantial 
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emphasis on demand-side programs, but the demand and supply analyses are not 
fully integrated. 


You are going to be hearing from someone from Nevada so I will not go 
into much detail. Nevada is an interesting case in that, as we saw from an 
earlier slide, there is the public service commission review of 
utility-developed forecasts and plans, but the implementing regulations of the 
legislation are very prescriptive in terms of the methods, content and format 
of those plans. The regulations require forecasting using very detailed 
end-use methods. They require explicit treatment of risk and uncertainty, and 
require integration of demand-side and supply-side options to develop a 
least-cost plan. 


An interesting feature is that the utilities are also required to 
develop a two-year implementation plan. This means there is a long-term plan 
that the public service commission reviews and passes judgement on, but the 
utilities also have to submit a short-term plan as to how they would go about 
implementing the longer-term resource plan. 


Also in Nevada, approval of the least-cost plan by the public service 
commission in Nevada does not necessarily mean approval of construction of the 
plants that are included in that plan. If a utility wants to build a plant it 
has to come back to the public service commission and get permission to build 
that plant. It will not get permission to build the plant unless it already is 
in the least-cost plan. 


The final illustration is Michigan. As I mentioned, ICF Inc. is very 
much involved in the Michigan electricity options study. Historically, there 
has been very limited regulation of utility planning in Michigan. For example, 
power plant siting legislation has been submitted several times but not . 
passed. There is a very limited review of utility plans and it is more or less 
after the fact. The utility will come in a rate case proceeding and request 
that the plants be included in the rate base, but that is pretty much after 
they have already been built. The Critical Mass survey included Michigan in 
its level three. That would be the lowest level. That is probably an 
appropriate placement for Michigan based on its history. 


5 p.m. 

Within the past several years, however, there have been major concerns 
regarding utility planning and investment decisions. Symptomatic of these are 
Consumers Power's Midland nuclear units. They are very expensive units and 
there is still no determination what to do with the units. The latest proposal 
is to turn it into what I imagine would be the world's most expensive 
gas-fired generation plant. That is a big concern. 


Mrs. Grier: Say that again. Turn a nuclear plant into a gas-fired 
plant? 


Mr. Linder: That is correct 
Mrs. Grier: Has it been functioning as a nuclear plant? 
Mr. Linder: No, it is about 85 per cent complete. 


Mrs. Grier: It is like Darlington. 
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Mr. Linder: They are looking at completion options and the leading 
option right now appears to be to turn it into a gas-fired plant. Detroit 
Edison, the other major utility in Michigan, has very high reserve margins and 
new plants coming on line, so it was hit very much by the downturn in the 
economy during the 1970s. Their forecasts have not been realized. 


The result of this has been rapidly increasing electric rates in the 
state and financial instability of the utilities. Consumers Power has been as 
much on the edge as any other United States investor-owned utility in the past 
couple of years. The increasing electric rates, as well as being a burden to 
individual consumers, have contributed to problems in keeping industry within 
the state. Michigan is a very heavily industrialized state and that is very 
important. When electric rates have been increasing that fast, it is a matter 
of concern. The rust belt has been losing industry to the sun belt in the 
United States. While there are several reasons, increasing energy costs 
relative to some other jurisdictions is as one of them. 


In response, the Michigan government did a brief study in 1984 that, not 
surprisingly, indicated there were problems with utility planning and a lack 
of good information and the ability or capability to do effective utility 
planning in the state. Governor Blanchard then ordered that a least-cost 
options study be conducted in the state and it is known as the Michigan 
electricity options study or MEOS. 


Features of the MEOS are that there is a focus on developing analytical 
capabilities and data, especially on the demand side where data are very much 
lacking, and continuing use and refinement of these capabilities. It 
recognizes that utility planning is a continuing process and will have to be 
repeated as conditions change, as technologies change and as data and 
techniques for planning change and become more available. 


Mr. Snell: Mr. Linder, will you expand on that point? In earlier 
testimony here, Ontario Hydro expressed a concern about a lack of data on the 
demand side. The cammittee might be interested in knowing some of the things 
Michigan is doing to develop or improve its capabilities in that area. 


Mr. Linder: It is doing some primary data collection as part of the 
study, in particular in the commercial sector. It is doing primary data 
collection in the industrial sector as well. There seems to be a particular 
lack of information and data in these two sectors, which must account for 60 
to 70 per cent, probably at least 70 per cent, of electricity use in the 
state. This includes audits of industrial firms as well as conmercial 
buildings. Part of the MEOS process is to identify just how bad the data 
issues are. There is a somewhat more focused effort within the state on 
getting a final product out within a particular period. 


While there is some primary data collection ongoing, they realize they 
cannot do it all at once. In particular, metering of end uses takes a long 
time to plan for, to establish, collect the data for and process and 
incorporate in the analyses. Part of what they are doing is relying on 
secondary data sources. 


There are other jurisdictions and utilities that are ahead of Michigan 
in this regard. There have been some industry-sponsored data collection 
efforts by the Electric Power Research Institute and others. In part, they 
rely on the secondary sources, but they realize that on the demand side in 
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particular there is a lack of information. They are starting to correct that 
now and to set up a framework for analysis that will lead to further data 
collection in the future. Whether the responsibility for that is going to be 
on the utilities or the state is unclear at this time. My guess is it would be 
shifted to the utilities. 


Another feature is that the idea is to develop techniques and a 
framework for doing a fully integrated analysis to look at subsidies within 
the area and at what needs to be done to look at demand-side and supply-side 
options on a level playing field. The idea is to look at a number of options 
in a consistent and joint evaluation of demand side and supply side. 


The effort will also include explicit treatment of risk and uncertainty. 
It appears there is a value to planning flexibility so you do not get totally 
locked in to the large-scale investments that led to some of the problems 
during the 1970s. In the study, there is going to be explicit treatment of 
environmental and employment impacts and other social costs. They are 
attempting to look at it from a societal perspective. There is also 
recognition that values will differ among decision-makers. 


They will be establishing a framework for identifying tradeoffs between 
least cost and other considerations such as employment in the state. It may be 
a part of state policy that it wants to increase or maximize employment in the 
state and this may be a tradeoff with implementing least-cost options. The 
idea is to try to look as much as possible at the implications of various 
options and see what the tradeoffs are. 


Mr. Moore: Excuse me. On that, you do not mention any public 
consultation during the study. Is there a public consultation process as part 
of the study? ! . maait ji 


Mr. Linder: Do you mean in terms of hearings? 
Mr. Moore: Yes. 


Mr. Linder: Maybe I can address that. The answer is there are no 
public hearings. This is how they are dealing with it. Basically, MEOS is a 
co-operative effort among the various groups and stakeholders in the state 
with various perspectives. This is an important feature. The state government 
is very much involved. The regulators are involved. The utilities are active 
participants in terms of providing money as well as in-kind services for the 
study. Industry, environmentalists, labour unions, consumer groups and almost 
every stakeholder you can think of is involved very actively in the study. I 
should have added the Legislature. It is not actively involved in the sense of 
participating in the studies or contributing people to the work groups, but it 
is monitoring and reviewing what is ongoing in the study. 


8:10 p.m. 


Mrs. Grier: What kind of process is followed to get all those 
various groups actively involved? 


Mr. Linder: First, they have set up an advisory committee with a 
representative of each of these groups on it that will set the direction and 
tone of the study. Second, they have set up work groups. There are six work 
groups. One work group is looking at improvements in efficiency of electricity 
production in the existing system. A second work group is looking at 
demand-side options. A third work group is looking at cogeneration and 
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self-generation options. A fourth work group is looking at new power plant 
options. A fifth is looking at demand forecasting. The sixth work group is in 
charge of the overall integration of these pieces into the final analysis. 


There are opportunities for these groups to have active participants in 
each of those groups. In particular, a member of the state energy agency or of 
the public service conmission will serve as the facilitator or leader of the 
group. The utilities are very much involved. They have contributed quite a bit 
rele da of in-kind services for their members to participate actively in the 
study. 


They now are contracting to consulting firms and the like to develop 
individual pieces. They will be managing and looking at and pulling all that 
information together. ICF Inc. is providing management support to the study 
and we are also providing the principal support for the integration of the 
analysis for the sixth work group. 


To go along with this, the goal, and I umderline ''goal," is to develop a 
consensus among these organizations on important factors to be included in 
utility planning and how they are to be incorporated in utility planning. 
Particular laws and regulations may be an outgrowth of this where they find 
things lacking, but this has yet to be determined. The focus now really is on 
developing capabilities and insight into the available options in the planning 
process, ways that planning can be approved in the state. 


In terms of some summary slides, we can see that the active involvement 
of legislators and regulators in utility planning in the United States is a 
recent phenomenon, but the prospects are that this active involvement will 
increase in the future. There are many models to choose from among the states. 
My judgement is it is too soon to tell which is the best. We cannot say rates — 
will be lower and utilities will be more financially stable in a state 
following one path versus another. 


However, there are some important features that are related to or 
possibly define the level of activity. These include legislation establishing 
regulatory authority in the area of planning, the capability to do independent 
reviews and analysis, and the availability of sufficient resources for the 
regulators and the utility to develop detailed plans and to address societal 
issues and tradeoffs. The planning process and regulation is tied directly to 
investment decisions. This leads to the issue of accountability for the 
utility as well as for the regulators. 


I apologize for the platitude, but more regulation is not necessarily 
better regulation. Success will depend on the interest, competence and style 
of the utility, as well as on laws and regulations. It looks as if there can 
and should be a balanced role of regulators and utilities in the process. 


I also should mention that there is extensive utility interest in 
features of least-cost planning. As a follow-up to some of the work we have 
done for the Edison Electric Institute, we conducted a survey of utility 
companies to look at some of their planning practices. These results have not 
yet been compiled and documented, but some preliminary results indicate there 
is extensive interest in looking at demand-side options and innovative 
supply-side options. A number of utilities explicitly treat risk and 
uncertainty in their forecasts and plans, and the utility industry in the 
United States has been in the forefront of developing new planning tools and 
data. This is true of both individual utilities as well as the Electric Power 
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Research Institute. The impetus in this area has been coming from the electric 


utility industry. 


Further, cost-effectiveness criteria are guiding investment decisions, 
and they are looking more at least cost. One of the reasons is increased 


market competition. This provides an incentive to understand customers ahd 


their uses of energy and to make least-cost decisions. 


Some factors in the US that are increasing market competition include 


_cogeneration and small power production; utility capacity and energy 


surpluses, which present the opportunity for marketing outside a utility's 


_ service area--bulk power sales; Canadian imports and industrial decisions on 
_ locations and expansion. The utilities want to keep what they have in their 


service areas and to try to attract industry if they can. There also is 
competition from other fuels and renewables technologies. For example, the 


_ American Gas Association and the Gas Research Institute have put a lot of 
_money into looking at efficient gas air conditioning units. There are some 


traditional electric markets that are being taken up by gas, so the challenge 
has been taken up. 


Those are my remarks. 
Mr. Chairman: Thank you very much, Mr. Linder. 


Mr. Ashe: Could you put the last chart back up? Do you have an 


opinion or a statistical ranking of those five items in terms of competition 
from the most important to the least important? 


Mr. Linder: Again, that varies by state. For example, cogeneration 
has been very big in California and some areas ‘such as that, as have Canadian 
imports in New England. A lot of the "industrial decisions on location, 
expansion'' has been in the Pacific northwest, where Quebec is trying to lure 
away the aluminum smelters and so on. On a nationwide basis, I would not like 


_to try to indicate which was the most important. They all have varying degrees 
of importance, and in one jurisdiction, one will be more important than 
another. 


Mr. Ashe: Which of the four main examples, the four states you went 


into in some detail, has a current rate structure close to Ontario Hydro? You 
are familiar with Ontario Hydro's, I am sure. 


Mr. Linder: Not totally. 


63:20 p.m. 


) 


Mr. Ashe: As you know, it depends on the nature of the service and 
what have you, but we are talking in round figures of--what, four cents a 
kilowatt hour in residential? 


Mr. Linder: I am not sure any of them are that low. 
Mr. Ashe: I did not think so. Are any of them double for residential? 
Mr. Linder: No, I do not believe so. I would say that they are 


probably six cents or so. I do not believe that any of them are as high as New 
England, New York, New Jersey, etc. Basically, in North Carolina the utilities 


_are nuclear and coal based. In Michigan, Nevada and Ohio they are coal based. 
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I would say that they probably have fairly comparable rate structures, around 
six cents. 


Mr. Charlton: You said at the end of the presentation that you were 
not yet ready to comment in terms of what might be the best approach of the 
ones you described for us. Can you help us with what might be the best way to 
approach the thing anew ourselves. At the end you mentioned that the Michigan 
study was going to be the most comprehensive one done yet of all of the 
states. Is it your feeling that no matter what comes out the other end, 
regarding the best approach to power planning, the best approach to trying to 
determine how you are going to do that is to take the comprehensive route? 


Mr. Linder: There is somewhat of a difference in comparing that with 
the Nevada example. In Nevada, the regulators are saying: ''You will do 
planning, following steps A, B, C and D. You will use these methods and tools. 
We feel that this is the most appropriate and best way to do planning and 
therefore you should follow these procedures and use these particular tools." 
In Michigan, the idea is that the state wants to keep a much more active role 
in planning and not be only in a review situation where it takes and evaluates 
what the utilities give it. They want to be directly involved where they can 
get their policy perspective included in the utility plans. 


Mr. Charlton: Yes, that was what I was getting at in terms of the 
planning process; not reviewing somebody else s plan after it is already done 
but how to approach the planning process itself. If we are attempting to 
develop a strategy for Ontario whereby we shall get involved in the planning 
process instead of simply being involved in reviewing what comes from the 
utility, what is the best approach for us? I am not asking you to comment on 
what will have the best result, but what will be the best approach to our 
involvement in the planning process, and to the planning process itself. Would 
it be better for us to look at what is going on in Michigan where they are 
taking the most comprehensive approach that has ever been taken, in order for 
us to learn? 


Mr. Linder: I may be biased but I think that is a good approach. 
Given that the regulators or government want to be directly involved in 
utility planning, that is a good approach to take, because you are pooling 
resources rather than trying to build separate independent capabilities. The 
idea of having various stakeholders involved in the process is very 
time-consuming and resource-intensive. There are a lot of different 
perspectives on what should be looked at and how it should be looked at. There 
are costs associated with that, but my recommendation would be to look at 


Michigan once again. If you want to be directly involved, look at Michigan as 
a model. | 

Mrs. Grier: Could you comment on that process occurring within the 
utility itself as opposed to it occurring within the regulatory body? We have 
heard from Ontario Hydro that they are having a fairly extensive public 
consultation process that involves bringing in the stakeholders and asking 
their opinions, which is quite different from an arm's-length group doing it 
as you have described. 


Mr. Linder: As far as arm's length is concerned, the stakeholders 
are in the process themselves. They are active participants in the process in 
Michigan. 


Mrs. Grier: Are the results likely to be different if the 


N-15 


stakeholders are brought together by the utility as opposed to being brought 
together by the Legislature or the regulatory body? 


Mr. Linder: Not necessarily. It would depend on the objectives, what 
they hoped would come out at the other end of the process and how the opinions 
and involvement were weighted. I know that is not a specific answer, but that 
is as specific as I can be. 


Mr. Charlton: I want to go back to this question of most 
comprehensive. 


Mr. Linder: What I meant by that was in terms of addressing data 
development and tools, the idea of implementing a least-cost planning 
structure involving the stakeholders in the process itself of developing the 
planning capabilities, looking at environmental costs, employment impacts and 
all these societal costs--those sort of elements. I do not see all of that 
being pulled together in planning studies in other jurisdictions. 


Mr. Charlton: Are you in a position to provide us with some more 
detail about those items and the approach to those items in the study in 
Michigan? 


Mr. Linder: There has been a study guide published. There is a 
two-page description and a 100-page study guide. That can be made available. I 
am not sure that at this point there are any other products that would be 
relevant. The study will going on for another year or so, but that is 
available. 


Mr. Charlton: The reason I think it is so important to us is that we 
also have an ongoing study, which is in midstream. As my colleague has 
suggested, it is a utility-based study at this point, but this committee has 
the opportunity to have some input into that along with some public 
consultation that is ongoing as well. Perhaps we can inject a number of things 
into that study that are not now included in it. 


Mr. Linder: I can provide that for you. One thing that I should 
mention is the Midland Nuclear Center, which I mentioned before, and the 
options that are being looked at. This is very timely and some decisions need 
to be made. Obviously, just looking at that alone is a very large issue. What 
the electricity option study is going to do is critically review the utility 
study for that option. At this time, that was just something beyond the scope 
of what they felt they could handle. 


Mr. Snell: Is this report coming out with a new planning approach 
for the utilities in Michigan? You are doing it for the Michigan government, 
are you not? 


Mr. Linder: That is correct. 


Mr. Snell: Not the utilities. 


3:30 p.m. 


Mr. Linder: Once again, the utilities are very actively involved. 
The planning approach, the tools and data will all be available to the 
utilities. If they choose to use them they can, but the models and data will 
reside in the state on a computer. 
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Mr. Snell: This is a study. Do you know what the end result will be? 
Will there be legislation or increased regulation? Will it make explicit the 
planning approach, or do you know? 


Mr. Linder: There are going to be recommendations that will come out 
of this study, but I do not know that the recommendations are going to be 
specific enough to say that Michigan should have a power plant siting law. I 
think this study will serve to get that sort of thing discussed in a way it 
has never been discussed before in Michigan, and is likely to get that on the 
docket. 


Mr. Snell: Is there a regulatory conmission? 
Mr. Linder: There is a public service commission. 


Mr. Snell: I am interested in stepping back again to your earlier 
comments about the trend in government and regulatory commission activity in 
utility planning and the way they are going about the regulation and 
legislation. In a lot of other industries, sectors or policy areas, regulation 
and legislation is viewed as a fairly rigid or inflexible approach. What are 
your thoughts about the approach going on in the United States jurisdictions? 
Are they building the regulation in such a manner to be more flexible in 
utility planning? The two seem to be on different tracks in my mind and I am 
interested in your comments about that. 


Mr. Linder: No regulation would be the most flexible regulation. As 
I mentioned, as far as the regulation itself is concerned, probably Nevada is 
the least flexible. It is the most prescriptive in terms of content, format, 
and methods. 


Mr. Snell: Just let me stop you for a second, Mr. Linder, and excuse 
me for doing so, but is there a risk, given that you are also saying we do not 
know what is best? There is a lot of uncertainty with the planning 
technologies being developed. There is a lot of variance in opinion because it 
is quite immature in the life cycle of integrated resource planning concepts. 


Mr. Linder: There is some risk involved in that. For example, it is 
required that load forecasting be done using very detailed end-use models. 
That is a reaction to using econometric models that did not perform well 
during the 1970s, but it is not clear that the end-use models would have done 
any better. There may be some buzz words and techniques that are in vogue now, 
which in the end may prove to be unworkable. One of the problems with end-use 
models is that often your results are really driven by your assumptions, so 
there is always a risk to inflexibility. ; 

To go on, I mentioned that flexibility in planning is associated with 
the idea that there be a portfolio of options and there be some things held in 
reserve or that focus attention more on investments that have a shorter lead 
time. In planning we know that we are dealing with the future and, by 
definition, the future is uncertain. My first slides, where I contrasted the 
period before the 1970s with the period after the 1970s, showed what happened 
when a certain set of conditions occurred in the future when we were not 
prepared for them. 


It may be that the least-cost option, in an expected value sense, might 
be a large central station generating unit. However, there appears to me to be 
some value to flexibility and in some shorter lead-time investments that you 
can bring on line more quickly or you can postpone without a lot of financial 
consequences finding their way into the portfolio as well. 
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Mr. Snell: How are the utilities responding to what really are 
significant increases in regulations since the early 1970s, as you pointed 
out? We know that they resisted it along the way, but do they look Heat on 
that any differently now in the direction that some of the regulation is 
taking them, in your experience in dealing with utility planners? 


Mr. Linder: That is hard to answer. In some utilities there is more 
involvement. As I said, the utilities have been interested in least cost in 
the sense of looking at generating options that in the past have kept utility 
rates low. They were building larger units when it appeared that there were 
economies of scale associated with those larger units. 


One of the purposes of my last slide was to indicate that there are 
incentives for them beyond regulation in the United States in order to try to 
keep costs as low as they can. There are some transitional problems and, as 1 
said, I have spoken with some of the planners in Nevada at the utilities. They 
see a lot of resources that have to be devoted to planning. Their individual 
choice might not be to devote that many resources to planning. 


Mr. McLean: Is the Hoover Dam in Nevada? 
Mr. Linder: Yes. 
Mr. McLean: Not in Arizona. 


Mr. Linder: I am trying to think which dam-- There is one right 
outside Las Vegas. 


Mr. McLean: I think it is in both. 


Inter jection: Yes. = 


Mr. Snell: The fact that there are no major supply options--at 
least, we had a presentation, and I am not sure whether it was yours; I am 
getting some of them mixed up--but one presentation we had said there is no 
major supply option for generating facilities planned by a large number of 
utilities in the US. Is this as a result of increasing regulations and 
involvement of government utilities, is it a function of utility business 
sense or is it both? 


Mr. Linder: It is probably both in the following sense: First, if 
the utilities were allowed to place large units that produce excess capacity 
fully in their rate base, then they would be able to pass the rate increases 
on to the ratepayer. There would be some falloff in demand for electricity, 
which they would not like to see, but financially they would not be at risk. 
In that case the risk would be borne by the ratepayer and not by the utility. 


However, in part because of regulation, in that there is not the rubber 
stamping, as I mentioned in one of my first slides, of putting utility plant 
into rate base, the investors now are sharing more in that risk. It is almost 
a chicken-and-egg situation where the business sense and the regulation are 
really meeting. 


Mr. McGuigan: Mr. Linder, on one of the graphs you showed us--it 
does not give a page number--it shows earned rate of return on equity and 
prime interest rate. 


Mr. Linder: Yes. ° 
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Mr. McGuigan: It shows that from 1960 until 1980 the earned rate on 
equity was running around 12 per cent, which makes it a pretty good 
investment. The prime interest rate in 1960 was down as low as zero; in 1980 
it came up to 12 or 13 per cent. Actually, at that point there was no spread 
between them. Where has that moved since 1980? Has that continued to cross the 
line? Where have they gone since 1980? 


Mr. Linder: During the early 1980s they remained very close, but in 
the last two to three years the earned return on equity has been more or less 
established by the regulators; there is a maximum earned return that the 
utilities can earn. The prime interest rate has gone down. I do not know what 
it is now, but it is more towards eight. 


Mr. McGuigan: Eight, nine. 


Mr. Linder: Yes, somewhere around in that area. It may even be lower 
than that right now, but you are seeing more of a spread coming back. What has 
happened as a result is that, whereas during the period in the 19/0s and early 
1980s where the market value of utility stocks had gone down below book value, 
now the market value has gone up above book value in almost all cases. 


Mr. McGuigan: Would it be fair to say that this narrowing of the 
spread, even though today it is a little better, has increased the interest of 
the United States utility companies in cogeneration and in conservation? It 
seems that they were at a point in 1980 where there was no point in 
reinvesting or getting any larger because they were not going to earn anything 
on it. 


Mr. Linder: That has certainly contributed to it. As an 
illustration, we had been involved in the past in some of the hearings that 
have gone on in North Carolina, which I referred to earlier, where there have 
been reviews of the utility forecasts and then a comparison of those with the 
independent forecasts of the state. It seemed that traditionally the utility 
forecasts would be higher, more optimistic than the ones produced by the 
public staff of the commission. 


Then when the financial situation turned worse for the utilities, they 
were coming up with forecasts of demand that were a lot less than the 
independent forecasts. The reason they were a lot less was not that they were 
necessarily looking at increasing prices and reductions in demand but rather 
that they were looking at investments in load management and conservation. 
That did put them in a situation where there was very little interest in 
building new central station plants. 


Mr. McGuigan: That is somewhat in contrast to the situation here in 
Ontario, where you do not have to make a return on equity. Of course, you have 
to earn enough to offset the interest, but there is no return on earned equity. 


Further on in your presentation you mentioned the debate going on about 
the 1990s, whether new plants are required. Mr. Campbell, the chairman of 
Ontario Hydro, when he was here read from an editorial in a US economic 
magazine that said we should be planning now and going ahead in the 1990s 
because we are going to need capacity in the 1990s. Can you tell us anything 
about what they are saying about the 1990s in the United States? 
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Mr. Linder: Once again it depends on whom you talk to. The US 
Department of Energy feels that we will need more capacity and that we should 
be planning for it. There are other government agencies and private people who 
believe that we are not going to need it and that the energy services can be 
provided through cogeneration, conservation and load management. 


A lot really depends on a number of things that need to be predicted and 
that are very hard to predict. One is technological change and the second is 
where oil prices are going to be. How is that going to impact, first, on the 
economy and, second, on choices between fuels? That is a very critical factor. 
I have seen estimates on both sides; some say that we need limited capacity, 
and others, that we need substantial capacity. If nothing else, there is going 
to have to be some building for replacement. 


As I mentioned earlier, Edison Electric Institute and some others are 
forecasting around a 2.5 per cent to three per cent annual growth rate. That 
would imply that, at least in the middle to later 1990s, we will need some 
Capacity. 


Mr. McGuigan: What it really comes down to is that it is anybody's 
guess. 


Mr. Linder: Unfortunately, that is the case and that is what you are 
up against in planning. That is why, if at least you can identify the critical 
items that will influence that decision and, once again, my call for 
flexibility in planning, then maybe you can set your long-term plans. Then, as 
conditions turn out to be different from what you had anticipated, there is at 
least some flexibility so that you can adjust to and it is not too costly for 
you to adjust to meet those differing conditions. 


Mr. McGuigan: A nuclear plant that consisted of several units but 
was built on the basis of one unit at a time would probably fit the 
description you just gave of having some flexibility. 


Mr. Linder: It could fit the description if the site were all picked 
out. I am not familiar with regulations up here, but in the US there are 
siting requirements and licensing requirements having to do with safety of 
operations. Designs have been changing, etc. I am familiar with the fact that 
they are built much more efficiently and probably in a much lower construction 
time and time to operation in Canada than in the US. It is possible that that 
could serve as part of the plan. 


Mr. McGuigan: One of the advantages--and, of course, it has 
disadvantages to it, too--of having one type of generator, the Candu, is that 
we do have a lot of experience in that particular kind. Probably now we might 
be able to put one up in a shorter time and so on. 


Mr. Linder: What is lead time typically? 


Mr. McGuigan: It has been 10 to 14 years, but there are people who 
think it can be halved, mainly on the matter of experience. 


6:50 p.m. 


Mr. Linder: It would seem to me that 10 to 14 years is really. 
outside of the bounds of-- Ten to 14 years is not that much different from a 
major base load plant in the US. What people are be looking at to supplement 
Central station would be things like these package boilers, combined-cycle gas 
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or coal, gassified combined-cycle units, which can be put up in a couple of 
years. 


Mr. Chairman: Thank you, Mr. Linder. 


Mr. Linder: Thank you. 


Mr. Chairman: This committee stands adjourned until 9:30 tomorrow 
morning, when we will hear from the Ministry of Energy. 


— 


The committee adjourned at 3:51 p.m. 
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ELECTRICITY DEMAND AND SUPPLY 
(continued) 


Mr. Chairman: I see a quorum. We are pleased to have with us the 
Minister of Energy (Mr. Kerrio), Mr. Jack Johnson and Mr. Richard Lundeen. We 
are in your hands, Minister. 


Hon. Mr. Kerrio: Members of the committee, the chairman has 
introduced Jack Johnson to my immediate left, our director of legal services, 
and Richard Lundeen, director of operations, energy policy and planning. They 
will participate through this involvement of the ministry. 


I am pleased to meet with the committee today. I appreciate your 
interest in seeking the views of the ministry as you discuss choosing energy 
options and planning the electricity system in Ontario. Before I begin, I want 
to say the government was pleased with the select committee's prompt attention 
to its assignment and the dispatch with which it tabled the interim report on 
Darlington. The government expects to respond to your report early in the 
coming session. 


_This morning I would like to speak to you about how the government and 
Ontario Hydro develop and implement policy related to electric power and to 
planning the electrical power system. The deputy minister will participate and 
he will be along shortly. I have introduced some senior staff, and later on I 
will introduce others who will be involved. 


First, it is our intent to review for you the existing framework for 
energy policy and planning and how the process in place is applied to projects 
currently under way. I hope this will be helpful to the members in 
understanding the basis from which we are working to strengthen our 
relationship with Hydro. 


Second, I will take a few minutes to speak to you about the government's 
perception of the current study under way at Ontario Hydro to assess the 
options for electricity demand and supply after Darlington. 


Third, I have asked Bruce. MacOdrum, assistant deputy minister, energy 
policy and planning, and Paul Shervill, manager of the electricity section, to 
review for you how the planning process is evolving now. As members know, 
there has not been a major new electric power generating facility proposed in 
this province for nearly ten years. Nevertheless, the ministry has maintained 
a concern for the next decision-making process. 


I might interject that the process for some of the transmission lines is 
now in its 20th year from the time we decided we should be looking at the 
lines, and they are not built yet. It is hard to believe 20 years could elapse 
fron the first plan to the ultimate building of the lines. 


Most recently, planning guidelines have been designed for Ontario 
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Hydro's consideration in the current study. We would like to take you through 
both these policy guidelines and the work the ministry is doing in concert 
with the demand and supply options study. 


Finally, Duncan Allan, the deputy minister, and George Dominy, manager 
of our finance, rates and utilization section, would like to talk to you about 
the work we have planned and under way at the ministry on conservation and 
demand management policy and our views on supply options outside Ontario 
Hydro's system, specifically cogeneration and small hydro. In many ways, this 
work is like that of the committee. It is intended to complement the work 
being done by Ontario Hydro and to contribute to this important debate and 
involvement of this committee. It will also ensure ministry staff are well 
prepared to review Hydro's reports. 


Now I will ask Jack Johnson, director of legal services for the 
ministry, to set the stage for our presentation with an explanation of the 
current legal framework in which the ministry, Ontario Hydro and the Ontario 
Energy Board operate. Following Mr. Johnson's presentation, Richard Lundeen, 
director of operations in our energy policy and planning division, will 
describe how this legal framework has worked in practice, using Ontario 
Hydro's eastern Ontario transmission project as a case in point. I am sorry, 
Richard, I pre-empted you in talking about that very subject matter. 


I am very pleased to ask Jack Johnson to tell the committee what we are 
doing in regard to complying with the legal framework in the ministry. 


Mr. Johnson: I propose to outline very briefly what I call the legal 
framework for decision making. I will move over most of it pretty quickly 
because I think it is rather familiar to you and I will hit some of the points 
as we go along. If you are following along in the material in front of you, on 
page 4 I have outlined the three players: 


The Minister of Energy has wide responsibility for energy policy and 
co-ordinating policy and development for the province and a duty to administer 
the Power Corporation Act and the Ontario Energy Board Act. This all is in the 
Ministry of Energy Act. The Treasurer of Ontario has his responsibility for 
the finances, credit and economic policy of the province--I will come back to 
that point in a moment. Then the object of the exercise is Ontario Hydro. 


On page five, there are a few points about the nature of this 
corporation. It is a rather unusual beast. It is a corporation without 
shareholders or members, what I call a statutory corporation. It is a legal 
person that has only the power that is given to it by the Legislature in the 
act. The act states that the corporation consists of its board of directors. 


We look next at the board of directors. They are appointed by the 
Lieutenant Governor in Council. There is a five-year term for the chairman and 
a three-year term or less for the other directors. They can be removed only 
for cause. 


What are their powers? I have quoted section 4 because that is the key 
to what the board can do. The answer in colloquial terms is just about 
everything the corporation can do, ''The business and affairs of the 
corporation are under the direction and control of the board.'' This mandate is 
virtually the same as you will find in the Business Corporations Act for any 
private sector corporation. There is a close analogy there. 


When you look at an individual director and ask what is his or her 
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responsibility, we use the word "fiduciary" or ''trust'’. A director has to act 
in the best interests of the corporation. I will come back to that in a 
moment. Let us look at the next point, which brings all these points together. 
You might ask, ‘what is the power of the government to direct the board of 
directors how to act on a particular matter?" 


First, there is no provision in the statute for the government to give a 
direction to Ontario Hydro. Second, shareholders have rather limited powers in 
corporations, as we all know, but they do have some powers to bind their 


directors. Ontario Hydro has no shareholders, so that avenue of control is not 
available. 


Third, we come back to the duty of a director. Because a director has a 
duty to act in the best interests of the corporation, directors have to retain 
their discretion and cannot be bound by what they may be told, either by the 
Lieutenant Governor in Council or the minister. That does not mean they should 
not listen. It simply means that as a matter of law, the minister cannot 
direct a director how to vote. 


Mr. Sargent: You said the Legislature has no control over Hydro, but 
it would have through the minister. 


Mr. Johnson: No, sir. The Legislature itself has control because it 


can always pass a statute, but short of that, under the legislation as it now 
exists, as a matter of law the minister cannot direct the board how to act on 
a particular matter. 


: Hon. Mr. Kerrio: The whole function is only answerable to the board 
and not beyond that. Be 

Mr. Sargent: They are more powerful than the government is then, if 
they can make a decision you do not agree with. 


Hon. Mr. Kerrio: I think the former minister was told that. That is 
tight. 


Mr. Sargent: I do not agree with that. 


Mr. Johnson: I should continue because I do list some of the various 
controls there are, but that is one that is not available. 


Hon. Mr. Kerrio: We will not talk about the Darcy lever. 


Mr. Johnson: I hasten to emphasize that what I am talking about is 
the law. As a matter of common sense a director should have regard to what the 
government is saying. We hope that in most cases, or in almost every case, a 
director will find that when he exercises his discretion it brings him out to 
the right answer, whatever that may be. 


9:50 a.m. 


I might mention a device that is occasionally referred to: the 
memorandum of understanding. There was one in existence for Ontario Hydro from 
about 1982 until 1985. It is an agreement between the minister and board, but 
it is not intended to alter the legislative arrangements. In my view, a 
memorandum never could override the statute or the independence of the board 


of directors, but it did outline the administrative relationships. There is no 
such memorandum in force now. 
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Having outlined the powers of the directors, 1 would like to go to point 


3 on that page, the powers and purpose of Ontario Hydro as a corporation. I 
have quoted at considerable length section 56 of the act, which essentially 


says that the business and purposes of the corporation are all the things to 
do with power: generation, transmission, distribution, supply, sale, etc. It 
is a broad grant of authority but it is limited to matters dealing with 
electric power. 


That is the first thing to note. As long as it is dealing with electric 
power, it has very broad powers to act, with one major exception--and that is 
what I have indented six lines up from the bottom of the page--''except with 
respect to''. These are certain matters that the act has said cannot be done 
unless the Lieutenant Governor in Council has first given authority. There are 
a number of specific provisions in the act which I will be touching on in a 
moment. With those exceptions, and provided it is dealing with electric power, 
Ontario Hydro as a corporation has very broad powers. 


If you want to go away from electric power, for example, in 1981 when 
the government wished to have Hydro offer energy conservation programs and to 
make some loans as part of that program, the government amended the Power 
Corporation Act so as to deem that to be part of its business and powers it is 
authorized to carry out. Without that, Hydro could not have done it. 


Inter jection: And the energy centre at Bruce. 


Mr. Johnson: Yes, I believe in 1982 the act was amended to give 
specific power over the energy centre and over the sale of steam in general. 


Those are the powers of Hydro and, as we have already seen, the powers 
are exercised by the board. r 


I am now on page 6, item 4, the main limitations. There are a number 
worth noting. The first one is what I call the power-at-cost requirement. 
Section 75 of the act outlines in great detail what goes into the price of 
power that Hydro can charge to the municipal commissions. When you shake them 
all down, it is essentially power at cost. 


In 1981 when we wanted Hydro to do energy conservation programs, there 
were costs of those programs that could not be added to the cost of power 
without a statutory amendment, which was made. Later that same year or early 
in 1982, there was a cost arising from the rural rate differential and a 
statutory amendment was required to allow that to be charged to the municipal 
commissions, among others. The power-at-cost proviso is a limitation. It makes 
it very difficult, for example, to give subsidized rates if the cost of the 
subsidy will fall upon the municipal commissions. 


Item 4(b) deals with the requirement of approval from the Lieutenant 


Governor in Council before Hydro can borrow any money, which is obviously a 
very powerful control in the hands of the government.. 


Mr. Snell: I did not quite get the point you made earlier about the 
cost going to the local utilities. 


Mr. Johnson: Because of the requirement that the price of power that 
Ontario Hydro charges the municipal commissions is supposed to be power at 
cost, if you get other things that do not relate to the cost of serving those 
commissions, you cannot load them on to the price. My example was a subsidy 
for some other kind of rate. Anything you do that creates a cost can create a 
problem if you wish to load that into the price to the municipal commissions. 
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Mr. Snell: Despite the statutory changes that occurred, are there 
any limitations that still exist on the demand side for Ontario Hydro to incur 
costs that cannot be passed on? 


Mr. Johnson: The act was amended in 1981 to give Hydro the power to 
do energy conservation programs. I do not want to hedge on that, but as a 
lawyer I would have to say, ''Show me the program you have in mind and I will 
see if it fits.'' At the moment there certainly is some power to do energy 
conservation programs. 


Mr. Snell: For example, is it allowed to give a rebate on a more 
efficient refrigerator, $200 to exchange it. Is it allowed to pay money out? 


Mr. Johnson: Offhand, I have some doubt. 


Hon. Mr. Kerrio: We have to convince the federal government that it 
should give us that mandate first. It is important. We are looking for them to 
do that. 


Mr. Snell: I am sorry. Which mandate? 


Hon. Mr. Kerrio: Energy-efficient appliances to be mandated into our 
systen. . 


Mr. Snell: I was not thinking of standards. That is another issue. I 
was thinking of rebates and encouragement. 


Mr. Johnson: To actually give money to upgrade an appliance is 
something else. You may need another amendment in the act. 


Mr. Snell: Thank you. 


Mr. Sargent: Your limitation in item 4(a) of power at cost is 
assuming that there is no end cost to bury or dismantle. The big cost in 
nuclear power is the handling of its nuclear waste. How are you going to bury 
the towers or dismantle? That is a big cost. Why is that not a factor in 4(a)? 
It is an end cost that should be paid for by the current users of the power. 


Mr. Johnson: My legal interpretation would be that you could deem 
that to be part of the cost of power and put part of the cost through to the 
municipal commissions. 


Mr. Sargent: Thank you. 
Mr. Johnson: I covered 4(b). There is not much to that. 


I can go over 4(c) fairly quickly, unless you wish more. I believe 
Robert Macaulay from the Ontario Energy Board was here yesterday and spoke 
about section 37 of the Ontario Energy Board Act. That section is triggered 
only if, as and when Hydro decides it wants to change its rates. 


Once it decides to change its rates, then that section comes into effect 
and Hydro has to give the proposal to the minister eight months in advance, 
the minister has to refer it to the energy board and the energy board must 
hold a hearing and issue a report four months in advance. Those are the 
obligations under the Ontario Energy Board Act. As you know, the result is a 
report that is not binding on anyone. 
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Mr. Chairman: Is there a statutory requirement for Hydro to notify 
its municipal customers of changes in rates? 


Mr. Johnson: Statutory, no, but I believe a lot of Hydro contracts 
provide for a 60-day notice period. It is my understanding that Hydro has to 
come out with its final position before the end of October to bring new rates 
into effect on January l. 


I am over to page 7, item (d), and I will come back to that in detail in 
a moment, but just as one of the limitations on Hydro's powers. Almost 
anything it wishes to do in terms of building generation, acquiring water 
rights, acquiring land to build transmission, almost anything like that has to 
have Lieutenant Governor in Council authorization. That is a very important 
control, and I will revert to that in a moment. 


I will mention a fifth constraint on Hydro's power which does not yet 
exist but which appears to be coming. Whether it is a constraint is up to 
other people. The Freedom of Information and Protection of Privacy Act will 
apparently apply to Hydro and oblige certain disclosures. 


10 a.m. 


I will now move to the subject of major project approvals and what is 
required there. The first is the one I mentioned a moment ago, the requirement 
to have the approval of the Lieutenant Governor in Council for any purchase of 
land, construction, etc. The wording of this is very important. 


I have quoted it there in item 5(a), "The Lieutenant Governor in 
Council, upon the recommendation of the corporation, may authorize," etc. It 
is important that it is upon the recommendation of the corporation. In other 
words, the initiative is with Ontario Hydro. If it does not recommend, there 
is nothing for the government to approve. There is no means in this section 
for the government to take the initiative and say, "Hydro, you do something." 
The initiative is the other way around. 


Item 5(b) mentions that, before the authorization I have just mentioned, 
for almost any project of any size, Hydro has to file an environmental 
assessment and go through the Environmental Assessment Act process unless it 
has an exemption, which is granted by the Minister of the Environment with the 
approval of the Lieutenant Governor in Council. Without it, Hydro must go 
through the full process of the Environmental Assessment Act, which requires 
that the process be gone through before cabinet can authorize the project. 


“ 
Mr. Sargent: Hydro did not do that with Darlington. 1t was the city 
of Toronto. 


Mr. Johnson: Certainly not with Darlington. That was before my time, 
but I understand it was because the act was just being brought into force then. 


Item 5(c) is worth noting. Any time Hydro is involved in taking lands by 
expropriation, it must go through the process in the Expropriations Act, which 
provides for notice, hearing and compensation. If you get into a situation 
where Hydro is under both the Environmental Assessment Act and the 
Expropriations Act, then we have the Consolidated Hearings Act of 1981 which 
consolidates all the hearings into one process. My colleague Mr. Lundeen will 
be speaking more about that in a moment. 


I have assumed that your major interest is in projects and project 
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approvals, but I might mention two other matters very briefly. One is the 
status of the municipal utilities. They are independent bodies under the 
Public Utilities Act and they are not subject to any general direction by 
Ontario Hydro. 


Having said that, there are five very specific powers given in the act 
to Ontario Hydro. It approves the rates of the local utilities, their 
borrowings, their use of surplus funds and their bookkeeping methods, and it 
can audit them. Those are fairly substantial powers, but it does not have a 


general power to direct them to do something, for example, to enter into a 
conservation program. 


The other point I might mention, because it is a whole subject to 
itself, is Hydro's general responsibility for the electric safety code, with a 
lot of power over the design, use, repair, construction, etc., of electric 
appliances and electric services of all sorts, along with an inspection power. 


That completes a very brief review. I am in your hands. 
Mr. Chairman: Carry on then, Mr. Lundeen. 


Mr. Lundeen: I will carry on talking about the informal framework 
that operates within the formal framework Mr. Johnson described. Within this 
framework of legislation governing the formal relationship between the 
government and Ontario Hydro which Mr. Johnson has just explained, the 
Ministry of Energy is responsible for developing policy on electricity 
matters. This policy is normally developed in consultation with other 
ministries and with Ontario Hydro. 


The ministry also represents the maim channel by which government 
provides policy direction to Ontario Hydro. You will notice in Mr. Johnson's 
description that the word "'policy'' does not appear in the statutes at all. The 
policy that is developed is communicated to Ontario Hydro in a variety of 
ways, including letters, statements, speeches and reports. The policy advice 
provided by the Ministry of Energy can relate to virtually any aspect of 
electricity in Ontario, for example, rate structures, energy efficiency 
strategies and, more specifically from the perspective of the committee, 
matters relating to the planning and development of the electricity system. 


The role of the government in the development of Ontario's electricity 
system can be illustrated most aptly by examining the current approval process 
for major Ontario Hydro facilities. I would like to take the example of 
Ontario Hydro's eastern Ontario transmission study and trace it through. This 
is still under way, as the minister indicated earlier. The project involves 
the provision of additional 500 kilovolt bulk transmission facilities to serve 
the Ottawa area, connecting in near Kingston. 


Let me start near the beginning of this process. In July 1975, an order 
in council empowered the Royal Commission on Electric Power Planning, more 
commonly known as the Porter commission, to examine a number of planning 
issues for the period 1983-93, including the need for and the timing of these 
same 500 kilovolt lines in eastern Ontario. The merits of alternative 
solutions to the transmission requirement that they identified were excluded 
from the commission's purview because they would be the subject of subsequent 
environmental assessment hearings. The commission carried out this assignment 
in the context of the broader review it had under way when this order in 
council was passed. It was a broader review of the principles and framework 
for planning the electricity system. 
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In 1979, the royal commission reported and concluded that additional 
transmission facilities were required in the Kingston-Ottawa-Cornwall area and 
recommended that the planning process proceed to its next phase. In its 
report, the commission expressed some concern that reliability of transmission 
was not up to province-wide standards already and would become worse by the 
time new facilities could be installed. The recommendations of the royal 
commission came to the minister and to cabinet, and the ministry supported the 
recommendations. Cabinet, through an order in council, directed Ontario Hydro 
to proceed to the next phase of the planning process. 


The next phase was application by Ontario Hydro for approval under the 
Environmental Assessment Act. The approval process also included the 
provisions of the new statute, which Mr. Johnson mentioned, called the 
Consolidated Hearings Act. This act introduced a means of streamlining the 
approval process for major projects which previously could have required 
multiple hearings under several statutes. The Consolidated Hearings Act 
provided a public forum and a panel, known as a joint board, drawn from the 
Environmental Assessment Board and from the Ontario Municipal Board, to hear 
evidence and to make decisions for all relevant statutory requirements 
included in the project approval process. 


I will go back to the preparation of the environmental assessment. The 
first part was the presubmission consultation process before Ontario Hydro 
completed the document. This was carried on with government ministries and 
with members of the public. The process identified issues and concerns at an 
early date in order that they could be addressed by Ontario Hydro in the 
formal environmental assessment and, it was hoped, resolved. 


_ Public involvement took place at Ontario Hydro's public participation 
centres. They had a process under way for that. Government involvement took 
the form of meetings, discussions and reviews of the environmental assessment 
draft documentation from the perspective of individual ministry mandates. For 
example, the Ministry of Agriculture and Food is concerned with land use 
goals, particularly for farming. The Ministry of Citizenship and Culture is 
concerned with conservation of the province's heritage resources. The Ministry 
of Energy's interests rest with ensuring that proposals are consistent with 
government energy policy. : 


10:10 a.m. 


In 1980, following such presubmission consultation, Ontario Hydro 
submitted its formal environmental assessment for review by the Minister of 
the Environment who in turn referred it to the government review team for 
consideration and preparation as required by the Environmental Assessment Act. 


The Ministry of Energy's review in this and other cases focused on those 
elements of the environmental assessment that were considered important in 
energy policy terms, for example, the need for the facilities and whether a 
sufficient range of alternative ways of satisfying this need had been 
considered. 


One area that was given attention by the ministry was the comparison of 
Ontario Hydro's load forecast with the ministry's own demand projections. The 
ministry examined alternatives such as conservation, load management, new 
local hydraulic resources being developed and the potential for other 
renewable resources, such as wood and biomass. 


This review, which was issued publicly, was followed by a full public 
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hearing before a joint board which, in 1982, approved Ontario Hydro's 
recommended transmission plan--not the detailed routing, but the overall plan 
layout--and gave authority for Hydro to proceed with more detailed studies to 
select specific routes for facilities. Interested ministries, including the 
Ministry of Energy, provided evidence related to their individual mandates to 
the joint board. 


In January 1984, Ontario asked the joint board to split the project 
approval into two parts, a west section, Kingston to Ottawa, and an east 
section, Ottawa to Cornwall. The Ministry of Energy again participated in the 
proceedings before the joint board, following which the board accepted Hydro's 
proposal. In May 1984, again after an extensive presubmission consultation 
with government ministries and other interested parties, Hydro submitted its 
detailed route stage environmental assessment. 


This was followed by a second government review and separate hearings on 
the west and the east sections. Interested ministries provided testimony for 
consideration by the joint board. In both sections the joint board approved 
routes for location of new lines. The joint board's west section decision 
from Ottawa to Kingston was appealed to cabinet by the city of Kanata, the 
Kanata citizens' task force, the Hydro Consumers' Association and four 
individuals. Ministries reviewed these appeals and provided advice to 
legislation committee of cabinet for its consideration, which is the process 
cabinet follows in dealing with those appeals. 


The board's decision on the east section has not been appealed and will 
become final upon passage of an order in council under the Power Corporation 
Act. This order in council will authorize Ontario Hydro to begin property 
acquisition and construction of the facilities. Assuming that cabinet does not 
grant the appeals on the west section, as the final step in the project 
approvals process Hydro will require an order in council before it can proceed 
with that project. 


I hope this example illustrates the almost continuous involvement of the 
government through its ministries in the planning and approval process for 
major Ontario Hydro projects. The process provides ample opportunity for 
public involvement and ensures that Hydro's activities are in harmony with 
government policy. 


Before the minister resumes, Mr. Johnson and I will be pleased to answer 
any questions relating to the formal structure and the informal relationships. 


Mr. Chairman: Mr. Kerrio has some time constraints. Perhaps we 
should let him get on with his presentations. We have some time for questions. 


Hon. Mr. Kerrio: That is very considerate. We are going to give 
committee members ample time to question any of my people in the areas in 
which they may have concerns. Thank you, Jack and Richard. It is important to 
have that information on the record for members. I hope they will find it 
helpful. They will be given the opportunity to raise questions later on. 


I followed the work of the committee with interest, and I know how much 
effort has gone into the preparations for this phase of the hearings. I 
appreciate the members' contributions to its success. The past two weeks have 
been very demanding and I hope they will be just as rewarding. 


For all the hard work, this is an excellent opportunity for you, as 
members of the Legislature, to become well informed about Ontario Hydro, 
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particularly this important demand and supply options study. It is valuable to 


the government and Ontario Hydro if you understand the_issues that face the 
corporation and understand the implications of major planning decisions. 


Your work as a committee reminds us of the importance of having an 
awareness of the views of others. Heaven knows there are many experts who are 
anxious to advocate their points of view. It is to the credit of the committee 
and its staff that you have brought together a range of experience and points 
of view that stimulate and challenge your thinking. We all hope your report 
will be a constructive contribution to electricity planning. 


Ontario Hydro's study of demand and supply options is of paramount 
importance to the corporation. As well, there are many people beyond the 
company who share a concern for the future of our electricity system. Members 
of the Legislature, we in the government, individuals, businesses and interest 
groups all across Ontario care very much about Ontario Hydro and our energy 
future. My colleagues and I have received many letters on the subjects which 
your current deliberations are addressing. 


These hearings provide an opportunity for individuals, industries and 
interest groups in the wider community to define and in some cases defend 
their views. I am pleased that you have received so many submissions on this 
debate. As legislators, in submitting your report, you will provide an 
important service to both the House and the wider public debate by 
contributing not only to the discussion of the planning process, but also to 
the development of a public review process. 


I have said on numerous occasions that the work of the committees is 
essential for government. While acknowledging the strengths and achievements 
of Ontario Hydro and its well earned, worldwide reputation, this government 
does intend to develop a new outlook for our relationship with the corporation. 


In your interim report last December you recommended further examination 
of the relationship between the government and Ontario Hydro. I would like to 
think that both Ontario Hydro and the government at any time agree such an 
examination can be healthy and beneficial. This is our expectation of your 
review. I look forward to confirmation of the strengths of the current 
relationship and some fresh insights and observations in areas where you feel 
the relationship with Ontario Hydro could be improved. 


As minister--I am sure Mr. Campbell would say as chairman--we 
participants in this government-Ontario Hydro relationship necessarily have 
subjective assessments of what we are doing and how well we are doing it. I 
think I can fairly say staff of the ministry and of Ontario Hydro has its own 
appreciation of the legal framework which Jack has described. It would be 
helpful for all to have your comments from a different but related perspective. 


When I appeared before you last October I said the government was 
awaiting with anticipation your advice on how its relationship with Ontario 
Hydro could be strenghthened and improved for the benefit of all concerned and 
all involved. On several occasions since then I have spoken on the theme of 
government's desire that Hydro repond to changing times in Ontario. You are as 
aware of these changes as I am and together we are going to be part of them. 
As Minister of Energy, I am very pleased that we are able to restructure this 
committee. I am certain it is going to be ongoing and provide a lot of 
information to the government. 


We are looking to Ontario Hydro to achieve further improvements in its 
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productivity. Ontario Hydro should seek opportunities to measure the 
efficiency of its activities against similar activities in the private sector. 
Greater diversity in the electricity system through the wider use of 
alternative generation and cogeneration will assist these efforts. Therefore, 
it is my hope that Ontario Hydro will be a vigorous promoter of these future 
options. 


10:20 a.m. 


I would like to ask Mr. MacOdrum, assistant deputy minister, energy 
policy and planning and Mr. Shervill, manager of the electricity section, to 
take you through the policy framework which the government has described for 
Ontario Hydro, to be used in their review of electricity demand and supply 
options. Bruce and Paul will describe for you the work which we are 
undertaking concurrently with Ontario Hydro's demand and supply options study 
so that we will be in a position both to contribute to Ontario Hydro's review 
and be prepared when Hydro's report is submitted to the government for review. 


At this point, I would like to introduce to you Bruce MacOdrum and Paul 
Shervill. 


Mr. Ashe: Is the minister going to be able to remain all morning? If 
not, we should have an opportunity now to pose a few questions to him if he 
has to leave. — 


Hon. Mr. Kerrio: Fine. Yes, I am prepared to do that. 


Mr. Chairman: Prepared to do what? Stay here all morning or answer 
questions? 

Hon. Mr. Kerrio: No. I have some time constraints but would not take 
from the honourable members the opportunity to question the minister within a 
reasonable time frame. I leave that to you. 


Mr. Brandt: Can the minister indicate when he has to get away? We 
will try to work within that time frame. 


Mrc. Polisinel i2cAte L0+25uarm:. 
Hon. Mr. Kerrio: Half an hour or so. 


Mr. Brandt: We better move to questions then as my colleague has 
suggested. 


Mr. Ashe: After hearing you before the committee early last fall, 
now in the early throes of spring I hear a little different tume than I used 
to hear about a year ago. Have you now found out with a year of reflection 
that perhaps Ontario Hydro is not quite as bad as you used to say it was? 


Mr. Bennett: 'Fess up. 


Hon. Mr. Kerrio: Perhaps if you could name the two tunes I could 
respond. 


Mr. Ashe: I did not bring all the verse and section. If you like, we 
Can go through Hansard and some others to see if there was a little different 
hym book. 
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Hon. Mr. Kerrio: All right. On reflection, I can respond to that. 
That is a very valid conment. 


Mr. Ashe: Good. 


Hon. Mr. Kerrio: When I saw the honourable chairman and Mr. Grossman 
on TV last night I realized they were doing things in reverse. We are going to 
meet somewhere in the middle. 


Mr. Ashe: I did not ask about them. 
Hon. Mr. Kerrio: I know what you asked. 


Mr. Ashe: I did not see that show. 


Hon. Mr. Kerrio: Remember, you are allowed to ask any question and I 
am allowed to put my answer in any form I choose. 


Mr. Ashe: That is right; as long as you do not get the bad habit of 
your leader of answering no questions. 


Hon. Mr. Kerrio: No, I should be right up front with you. This is an 
excellent exercise. Her Majesty charges those people sitting on the other side 
with the responsibility of bringing up the concerns of the opposition members. 
They do that because they are charged with that responsibility. I had that 
responsibility. As minister now, when the questions are put to me, I am very 
- willing to face up to the responses necessary and to pay tribute to Ontario 
_ Hydro. It is considered one of the finest public utilities in the world. 


That is not to say I have changed my Mind. I have said in this document 
that the major direction to Ontario Hydro in past years has been power at 
cost. If our industry is going to be competitive, one of the things we might 
have to look at now is maybe power at the best cost. I would like to talk 
about some of the efficiencies I asked about when I was on the other side and 
look at putting them in place with the help of this committee. I hope you will 
delve into those issues. I am certain we could use the help of this committee 
if it is broad-based and would give us some ideas as to where to go. You could 
say that. 


Mr. Ashe: It is fair ball both ways. 
Hon. Mr. Kerrio: I appreciate that. 


Mr. Ashe: You made reference to Darlington in your opening 
statement. I read it, though I was not here for it. ‘The government expects to 
respond to your report early in the coming session,'' were the words you used. 


Hon. Mr. Kerrio: Yes. 


Mr. Ashe: What are your personal views at this time? Do you think, 
for example, from reading the interim report of the committee, that it is 
practical in a straight business sense--and I know you are a successful 
business man in your own right--even to consider spending 85 per cent of the 
capital costs to end up with a 50 per cent asset, namely the discarding of 
units 3 and 4 at Darlington? 


Hon. Mr. Kerrio: I am beginning to learn some of the constraints 
imposed on cabinet ministers not to reflect on their own individual feelings 
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One thing that has not been mentioned in your question, and I think it 
should be mentioned, is that from the time of the interim report, there was 
considerable control put on Inco and Ontario Hydro to reduce their emissions. 
That might play a major role, or at least, it is something we have to consider 
in bringing forward our report. That is the only thing that has happened since 
the report was put that is of real significance. 


Without saying too much more about where the cabinet is going to go or 
the decision that will be given finally early in the opening of the House, 
that will have to be taken into account. 


Mr. Ashe: As you and I both know, that is a very valid part of the 
component. Albeit if there was a shortcoming in the interim report of the 
committee, in my view it was exactly in that area. It did not recognize the 
very important aspect of nuclear-generated energy in the cutting down of the 
acid gas emissions. As you quite correctly identified, there are the further 
constraints that make it imperative. 


Hon. Mr. Kerrio: Maybe something should be mentioned that is pretty 
important. It is rather disturbing that we are facing some $4 billion to $5 
billion for Ontario Hydro to control acid rain. They are looking at that in a 
very positive way. When we look across the way at US, which is 10 times bigger 
than Canada, let alone the multiplier of Ontario, they are talking about the 
same amount of money, and only half of it is coming from the government. 


Mr. Ashe: Yes, they should be spending $50 billion. 


Hon. Mr. Kerrio: We have to convince them that we are doing what can 
be done and that they should play a more major role. 


Mr. Ashe: That is right. If we are spending $5 billion, they should 
be spending $50 billion. 


Hon. Mr. Kerrio: I think it should be in proportion. 


Mr. Ashe: 1 appreciate the demands, to some degree, of the two 
portfiolos that you are carrying dually. One thing escaped in Mr. Johnson's 
overview of the legislative framework and Mr. Lundeen's overview of the 
Operation of the ministry, particularly in an approval sense. There seems to 
be great avoidance of any involvement of the minister by direct reference 
where you are able to get involved in the activities of the Ministry of 
Energy, appreciating that the Ministry of Natural Resources is a very large 
and demanding ministry in its own right. 


Hon. Mr. Kerrio: This is not something novel. You may recall that 
the former government joined the two ministries before. My leader has given me 
the challenge, "If they can do it, we can do it." 


Mr. Ashe: I do not think you answered the question. 
Hon. Mr. Kerrio: It is not something that is new. 


Mr. Ashe: I was going to come to that as a supplementary asking your 
view of the future of the ministry. 1 concur; that is twice in a row, if you 
will, that the Ministry of Energy has been put in with another ministry. It is 
probably the appropriate one. Do you see that becoming a permanent 
amalgamation? 
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Second, you still did not answer my question. How much time are you able 
to give, on a day-to-day basis, to the duties of the Minister of Energy, 
seeing that at the moment the ministries are still clearly identified as two 
functions. I am not saying whether that is right, but that is the way it is. 


Hon. Mr. Kerrio: I suppose I give it the time that is appropriate to 
do the work that needs to be done. 


Mr. Ashe: How much is that? 
Inter jection. 


Hon. Mr. Kerrio: Thank you, Andy. I think this will partially answer 
the question. There are many areas in the Ministry of Energy that we are now 
dispensing with--where we think the government does not belong--such as 
Suncor, the Ontario Energy Corp., and the drilling we undertook as a part of 
the Suncor acquisition. We are getting out of those things. We are going to do 
the important things in the ministry that are going to take considerably less 
time than the former minister was charged with in the two ministries. 


In a sense, I could be two or three days doing nothing else but dealing 
with my people from the Energy side. We really do not break it down that way. 
Appropriately, on whatever the issues are of the day, we spend enough time to 
do it. I do not spend so much time each day to do it. Leading up to this, I 
have spent considerable time with my people. That is the way we do it. 


Mr. Ashe: How many times during the week are you physicals able to 
go over to the venue of the Ministry of Energy? 


10:30 a.m. 


Hon. Mr. Kerrio: I very seldom go over to the venue. What I do is 
have them come over to my building so ey time is used to its maximum. They 
come over every day. 


Mr. Chairman: Mr. Polsinelli has a supplementary. 


Mr. Ashe: I will finish off very quickly. You and I both know Mr. 
Minister, that the business about Suncor and some of the other investments is 
a red herring because that operation was pretty well separated from the 
Ministry of Energy as a crown corporation. Whether you like any or none of 
their investments, it really did not take that much time of the minister. 
Somebody has misled you if they have suggested to you otherwise. 


Hon. Mr. Kerrio: I cannot give you the last word, George. The fact 
of the matter is that I have been relieved of the responsibility of mines in 
the Ministry of Natural Resources which have gone to the Minister of Northern 
Affairs and Mines and taking out all those other responsibilities, I think 
these two ministries could be run very efficiently, as they are right now. 


Mr. Ashe: Together or separate? 

Hon. Mr. Kerrio: We will even consider that. 

Mr. Posinelli: Following up on Mr. Ashe's point, I would like an 
explanation from the minister and perhaps his own opinion on this. It seems 


Ontario Hydro was established as quite an autonomous structure requiring a 
tremendous amount of government input on a Hydro initiated project. If they 


7] 
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initiate a particular project, at that point the various ministries trigger in 
and there is government input. Yet when a policy initiative is undertaken by 
government, it is communicated to Ontario Hydro through an informal framework 
such as letters, statements, speeches and reports, almost in the nature of 
advice which Ontario Hydro can either accept or disregard. 


In your opinion, is that an appropriate structure, or should the 
structure perhaps be changed so there is more direct involvement from the 
ministry in having a different legal framework established so Ontario Hydro 
would have to accept initiatives from the ministry rather than take them as 
advice and either accept them or disregard them? 


Hon. Mr. Kerrio: Under the Power Corporation Act, which has been 
well described to you today, we work within that framework. We are even 
charging this committee with the responsibility of putting forward 
recommendations as to where we more properly might involve ourselves with 
Ontario Hydro. 


There is a bit of a contradiction in a sense that while under the Power 
Corporation Act, Hydro conducts itself and answers only to the board, we find 
there are other levers. For instance, when you move away from some of the 
direct involvement, such as in the energy centre at Bruce and when former 
minister Mr. McKeough, and it goes without saying, at that point thought he 
could trim $5 billion to $6 billion off Hydro's expansion, which was done, 
there are levers there. 


I encourage this committee to decide, after examining the information 
that is put before it, whether we should be looking at more of a direct 
involvement by the ministry in Ontario Hydro. I am very much prepared to take 
a look at what might flow from this conmittete. 


Mr. Polsinelli: I accept that and perhaps an explanation of the 
existing system. That is the system we have to work under now, because that is 
the system that has been established. Ontario Hydro says, ''We are going to do 
X.'' At that point the government gets involved and says, "You can do X, but we 
are going to trim X." 


Let us assume this conmittee advised government that, for example, 
instead of future expansions of additional hydro generation facilities, the 
appropriate route would be that of a conservation mode. This conmittee can 
make that recommendation, as can your ministry in whatever form you may 
Choose, albeit in an informal process, and yet Ontario Hydro can come back to 
us and almost disregard it and then apply tomorrow for the creation of a new 
nuclear generation facility. At that point, perhaps all we can do is turn them 
down by refusing the approval to obtain the funds to create that facility. 


| I am getting absolutely no sense that the government can actually go in 
there and say: "This is a mandate. This is a policy direction that has been 
given to us from this committee. This is the policy direction we are 
undertaking as a government. Implement it.'' They do not have to do that at 
this point. 


I am asking for your opinion as to whether you are satisfied with that 
structure or whether you might like to see an amendment to the Power 
Corporation Act to give the minister, the ministry and the government a more 
hands-on approach to the future electricity needs of this province and the 
future direction of Ontario Hydro. ' 
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Hon. Mr. Kerrio: I am not prepared to make policy at this table. 


Inter jection: I hope not. 


Hon. Mr. Kerrio: Seriously, I am very anxious to hear what the 
committee has to say as a recommendation, but 1 hesitate to say what direction 
we can go in until there is a real study, until we have Ontario Hydro's input 
and the participation of the Ontario Energy Board, of this committee and of 
the cabinet. Some of the comments are quite valid. As George said, I made them 
myself from time to time. 


Mr. Charlton: Perhaps we can come at this question in a slightly 
different way. 


Hon. Mr. Kerrio: You might get the same answer. 


Mr. Charlton: I am going to try to elicit a somewhat different 
response. I understand you do not want to make policy today. 


In the description we had this morning and in all we have heard before 
this committee, the levers that exist to control Hydro are all subject to the 
fact that Hydro does its own planning and the reviews happen after the fact, 
once you have been presented with proposals and so on. Are you prepared to 
seriously consider altering the planning process to allow greater ministry 
input, some independent involvement and public participation in the planning 
process itself so we are not always in a position of considering Hydro's 
proposals once they are already studied and done. 


Hon. Mr. Kerrio: 1 would say yes to that kind of proposal, because I 
have to share another important thing with you that is becoming very obvious 
to me. Ontario Hydro is very willing to have that kind of rapport and input, 
maybe more at the initial stages. I am certain that would be well worth 
Cons WEE Les and I shall consider it, because 1 think Hydro is very willing to 

OUCH e. 


Mr. Charlton: Just following that context a little further, you say 
you are prepared to consider that kind of thing. Are you also prepared to 
consider making the statutory changes that would give that change in process 
some statutory legal validity? 


Hon. Mr. Kerrio: If that were to flow from this committee, we would 


consider it. You would have to make some necessary changes, but we are willing 
to go in that direction. 


11:40 a.m. 


Mr. Charlton: In this committee we have heard extensive testimony 
about the potential for conservation and a number of other alternatives. We 
have had some presentations at one extreme and some at the other, but on 
average the testimony says conservation and the other alternatives to the 
present generation system in Untario can provide an increasing percentage of 
the total power generation mix in Ontario and we should be looking at ways to 
see that those things are maximized. 


What is your view on that? As minister, are you prepared to have a 
serious look at those issues? The context in which information has been put to 


this committee indicates others are looking far beyond the limited steps we 
have taken in those areas in Ontario. 
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Hon. Mr. Kerrio: There is another dimension that has to be 
considered very carefully. There are many areas we would like to take a 
direction in, and we find the public perceives it in a different way in many 
instances. Let me draw a bit of an analogy. We thought everybody wanted to 
drive smaller cars and shared the concerns about fuel efficiency and economy. 
That turned right around, and the next thing we knew they were demanding 
bigger cars. 


We have to sell conservation. We have to sell a more efficient use of 
electricity, because when we talk about conservation, a lot of people think we 
are talking about cutting them off. One of the great concerns of the end user 
in this province is that the electricity is going to be there, because they 
have aspirations of doing things with electrical power. There has to be a will 
to accept a more efficient use of electricity. We could all be players in that 
if we could convince the general public that this kind of involvement is in 
everyone's best interest. I am not sure we have done that yet. 


Mr. Charlton: I am not sure we have either. That essentially is why 
I led with the question about involving the public and other independent views 
in the planning process. That kind of input and those kinds of hearings are 
where that word will start to become public. I do not disagree that we have 
not done the job of selling a lot of that stuff, but given that you have 
expressed a willingness to move to a more open planning process of some kind, 
that can be part of the process. ; 


Hon. Mr. Kerrio: Mind you, that can get you in trouble too. You saw 
what happened when I tabled those forestry reports. Alan Pope got really mad. 


Sorry about that, Mr. Chairman. It is an unrelated answer. . 


Mr. Brandt: If I heard you correctly, Minister, you indicated you 
would be responding to the Darlington issue some time following the opening of 
the House.. 


Hon. Mr. Kerrio: Yes. 


Mr. Brandt: Then what is the purpose of this committee going through 
all the supply-demand options and the issue of conservation if you already 
have a position relative to Darlington that you will be bringing forward that 
early? 


Hon. Mr. Kerrio: I do not think we are talking about a very short 
time frame. We are going to have to look at the planning. 1 told you I was 
concerned about our planning process because we started looking at the western 
transmission lines nearly 20 years ago. I guess what I am saying is that while 
you might feel there is an intrusion on what the committee is doing, in the 
Overall picture the committee is going to perform a very valuable function. I 
do not think it should be in terms of this time frame. 


Mr. Polsinelli: I also remind Mr. Brandt that this committee is 
looking at the post-Darlington era, the supply and demand options once 
Darlington comes on line. However, I recognize that you are only substituting 
here. 


Mr. Brandt: I have not lost sight of that. 


Mr. Chairman: Let us not get into a debate. 
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Mr. Polsinelli: Of course I am not doing that. 


Hon. Mr. Kerrio: This committee is starting to break down. 1 am 
disappointed. 


Mr. Brandt: I wanted to be assured by the minister that the efforts 
and the work of the committee will be looked at in a very serious light. He 
has given me that assurance. 


Hon. Mr. Kerrio: That is right. 


Mr. Brandt: The post-Darlington issue is also one that is obviously 
before this committee. 


Minister, 1 would like your views on another matter that is disturbing 
me and some other members of the committee relative to the activities of 
Ontario Hydro. It is the whole issue of the approval process. I am thinking of 
the Bruce-Essa corridor and the difficulties Hydro has encountered in eastern 
Ontario. 


We have had a number of submissions before this committee indicating a 
number of different time frames that are part of the planning process Hydro. 
has to take into account, specifically relating to how long it takes to bring 

wer on stream and get it to the consumer. I can assure you those estimates 
ave ranged widely. We have heard guestimates of 10 years and 12 years, and 
you yourself have used a figure of 20 years as perhaps being realistic in 
terms of getting that power to the person who requires it. 


I recognize there is a need for the input of members of the public who 
are specifically impacted by a corridor, such as in the Essa situation, but 
there is also a counterbalancing need to reflect the views and requirements of 
those people who have to receive the power at the other end of the line at 
some time. 


I wonder whether you might give us your position with respect to the 
environmental assessment process, Hydro's problems relative to this whole 
process and whether you think it requires a further review or modification to 
fine-tune the balance, if you will. 


Hon. Mr. Kerrio: That is very acceptable as far as I am concerned. I 
have related my concerns about the time frame when we first talked about the 
western lines; it was nearly 20 years ago. 


There is another facet of it that is quite disturbing as well. There is 
speculation--not speculation on what has been spent to this point--that 
locked-in power at Bruce has cost us $200 million, and projected into the 
final stages of getting that power out of Bruce, we could talking about very 
close to $400 million being added to the cost of power to the people in 
Ontario. Therefore, the comments are extremely valid. 


There has to be some way we can address ourselves to the concerns of the 
people along the way in a time frame that not only is going to get our 
electricity moved from the generator to the consumer but also is going to do 
it in an efficient way so that tremendous loss should not happen again. That 
is one of the things the Ministry of Energy is going to have to encourage and 
get people to address: how we can more properly have those hearings done 
appropriately but in a reasonable time frame. 
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Mr. Brandt: I appreciate the minister's comments, because I share 
the view that there has to be some finality to the process. After adequate 
time has been allowed for the whole exercise of participatory democracy, there 
also has to be a time when the decision is made and something happens. 


With regard to the cost of Ontario Hydro attempting to control acid gas 
emissions, you mentioned $5 billion relative to the capital requirements. 
There is also the fact that we are discharging additional acid gas by not 
releasing the Essa corridor, and I would like your estimates as to what amount 
of acid gas that might be on an annualized basis; I think Hydro has those 
figures, or someone from the staff might be able to provide them. 


When we take a look at the cost involved in the approvals process, if we 
are looking at a 20-year time frame, it is going to be increasingly difficult 
for Ontario Hydro to have a competitive power pricing policy with other 
jurisdictions because of the geography of their particular communities, such 


as Quebec with the James Bay power project and the things that are going on in 
Manitoba and elsewhere. P 


What we will find when we get through the entire system is that a 
kilowatt-hour of cost comes out at the bottom. As the critic for the Ministry 
of Industry, Trade and Technology and having served as minister of that 
portfolio, I have to tell you that the competitive position of our industries 
and the power cost to the householders in Ontario are things we have to be 
very sensitive towards. If we want to lose jobs in the future, if we want to 
take a major backward step economically at some point in this province, the 
best way to do it is to price our power beyond that of other jurisdictions. 


When I look at this whole package, I come to the conclusion that unless 
we make some rather dramatic changes, we are going to find that the cost of 
electricity in this province is going to accelerate at a rate above and beyond 
that of other competitive jurisdictions. 


I recognize there are a number of questions in what I have said, and I 
did not mean to make a speech or a statement, but I wonder whether you might 
reflect on some of those views and whether you share some of my concerns about 
the bottom-line cost of electricity at some future point, recognizing today's 
position on all those issues. 


20:50 a.m. 


Hon. Mr. Kerrio: What I did not mention in passing had to do with 
the grid, not only getting power from our own generating stations but also 
providing a network across the province where, when it is appropriate, we 
could be bringing power in from Quebec or Manitoba and in some instances from 
the United States. 


I am not talking about buying or selling. I am talking about 
arrangements whereby Ontario Hydro could increase the efficiency of the whole 
system by being able to trade or manage the whole grid with all the people who 
surround us. That would have an impact on the price. 


I share your concerns. I visited the west to talk to Mr. Zaozirny, the 
Minister of Energy in Alberta, because I wanted to mend some fences. I wanted 
to go out there and tell them that Ontarians are anxious to get along; if that 
industry is decimated out there, we are going to suffer for it here in the 
long run. In the short term, we should get the benefits of the price 
advantage, but we had better look to see that we do not knock a player out of 
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that business, which is very much a concern of mine, as is electricity going 
into our manufacturing base. 


When you think of what the manufacturing base in this province provides, 
we would do well to make the price of energy supply to it a major priority. We 
are talking about going into thermomechanical pulping, which is going to let 
our pulp industry be competitive with offshore Scandinavian countries that are 
really beating us in some of the world markets. As a person who is concerned 
about industry, you have every right to look to us to say, ‘We have an 
important role to play to keep our industry competitive.’ 


I think we are doing that. My people are working on that. That is why we 
are not only talking about hydro at cost but also injecting somewhere the 
words ''best possible cost.'' Some of it has to do with the transmission, and 
some of it has to do with other efficiencies we could become involved with. 
Yes, I have a real concern about that area. 


Mr. Brandt: I think you have to look at hydro at cost and hydro at 
best possible cost but also hydro at a competitive cost. We have to look at 
what our situation is relative to other jurisdictions. 


I will try to be very brief, but I have a couple of other quick 
questions. 


Can you or some of your ministry staff estimate the cost of the 
approvals process relative to the two major corridors, namely, the Bruce-Essa 
corridor and the eastern Ontario corridor? What would you estimate the 
approvals cost has been, either in terms of delay in locked-in power or staff 
time and so forth? I am not looking for an exact dollars-and-cents figure but 
a global estimate. 3 


Hon. Mr. Kerrio: On the one side, I have given the figure that it is 
about $200 million now in losses and that it might go to $400 million before 
these transmission lines are put in. As to the cost of the hearings up to this 
point, unless someone has the figures here, we would have to get them to you. 
Does anybody want to hazard a guess on that? Duncan, when I need you, where 
are you? 


Mr. Allan: I will hazard one if you want me to. 
Hon. Mr. Kerrio: No, I will get you later. 


Mr. Brandt: This would not be a first for the deputy minister. I 
would like to hear his guess. 


Hon. Mr. Kerrio: It might very well be. 


Mr. Brandt: It is important that we start to put those costs in some 
kind of framework. 


Hon. Mr. Kerrio: That is an excellent question. 


Mr. Brandt: It goes back to the previous position I was taking, that 
we have to start getting realistic about what this process is all about. 


Hon. Mr. Kerrio: That has to be factored in. When you think of four 
or five per cent of cost being added with $5-billion scrubbers and then 
locked-in power and hearings, we are adding a great deal of cost to a system 
that does not generate electricity. I think that is where you are coming fron. 
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Mr. Brandt: That is right. I am trying to respect your time frame. 
The question I have not had answered yet in regard to my earlier statement was 
the locked-in acid gas emissions as a result of not freeing up the Essa 


corridor. I wonder whether we could have an annualized tonnage figure relative 
to that problem. 


Hon. Mr. Kerrio: The other two answers will be forthcoming. 


Mr. Brandt: All right. My final question relative to this entire 
issue is whether the minister has any reservations about any proposed future 
purchases of power from either Quebec or Manitoba as one means of delaying or 
perhaps setting back indefinitely future power generating requirements in 
Ontario. You made some comment about that in passing. I wonder whether you 
could give us your own views on power purchases from other jurisdictions. 


Hon. Mr. Kerrio: It is happening. To share with you something that 
is ongoing, we are looking particularly at Manitoba to make some kind of 
arrangements, if it is at all possible, for some of its capacity that would be 
quite properly brought into Ontario. There are some factors involved with some 
of the things Quebec might be asking us to do in transmission that might lead 
us to be able to negotiate some purchases from its hydraulic capacity. 
Discussions are under way with both about that very thing. 


Mr. Brandt: One final question. I wanted the minister and/or his 
staff to give us some indication of what the breakout is of the 20-year time 
frame for construction, approval and freeing up of the power, obviously, in a 
proposed project. How do you break that out in terms of the time required for 
_ each of those various steps? 


Hon. Mr. Kerrio: I will give an overview and then have one of my 
people respond, if he can, to breaking it down. 


I took the very worst scenario when I was talking about the corridors in 
southwestern Ontario, going right back to the original will of Hydro in 
1974-75 to start looking at that direction. That is the very worst scenario. I 
brought that into perspective to show what can happen if you stumble a little. 
We had to have the hearings over again and those sorts of things. 


~ To break it down into the other parts, I would ask one of my people to 
share that with you. Mr. Johnson, would you care to speculate on that other 
part of it, the legal aspect and the other involvement? 


Mr. Johnson: We will probably have to get back to you if you want a 
chronology and breakdown. I know because of my involvement in the hearings 
that, in the southwest corridor, assuming that everything will be completed by 
late 1986, they are talking about its taking probably three to four years to 
construct, if that is the area you are concerned about. Beyond that we would 
have to get back to you. 


Mr. Brandt: Could we have a chronological breakout of what those 
time frames are? It goes back to my central point that we are perhaps 
misleading the public inadvertently with respect to what power costs really 
are when we lock in a huge number of dollars reviewing the project, going 
through various assessments of the need and requirements of that particular 
project. Ultimately, that is added to the bill, and I think the public have a 
right, quite frankly, to know ees on ui side aie as Leese as Garis 

i and in all respects, 

pane epee feteecrte ap that cost ae kind of balance and some 


kind of perspective. 
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I wanted to make that point in a very direct way to the minister; I am 
sure he is aware of it. It is important that this committee look at that 
aspect of it as well, because perhaps we have the system somewhat out of 
balance in some respects. 


Hon. Mr. Kerrio: I think the figure is going to be sizeable. 


Mr. Brandt: As a final comment, I would encourage your ministry to 
have--and 1 am sure you do to some extent--some hard-nosed discussions with 
the Ministry of the Environment with respect to the environmental assessment 
process and to make absolutely certain it is as finely tuned as possible so 
that Hydro is able to move its requirements in a realistic time frame. 


Mr. Haggerty: You see the difference when you are sitting in 
opposition. 


Mr. Ashe: Andy must have had tongue in cheek. 


Mr. Brandt: I was faced with much the same problem. But I do not 
have the problem now; the minister has. I want to make sure he understands the 
problem, and I know he does. I am trying to be helpful in a very positive way 
sane and I am sure the minister accepts that in the light in which it was 
offered. 


Hon. Mr. Kerrio: There was never any question. 
Mr. Brandt: Thank you. I knew that. 


Mr. Chairman: Mr. Brandt, I understand that Hydro has a complete 
chronology of the transmission line saga, which it can make available to you. 


Mr. Haggerty: I want to compliment the member for Sarnia (Mr. 
Brandt). He raised some issues that I was interested in, particularly the 
purchase of electricity from Quebec and Manitoba. The minister has indicated 
that he has taken the bull by the horns and shown some initiative in this 
area. Perhaps there could be some direction from the conmittee saying that 
this is one of the alternative routes to go. 


I am concerned, as I am sure the minister is when he wears the two hats, 
that of Minister of Natural Resources and that of Minister of Energy. In 
particular, I feel that there is a source of good energy supply on the Niagara 
River and on the Welland Canal in the Niagara Peninsula. It would be of 
benefit if we could tap that source of supply right now. It would help to 
alleviate the high levels of water in Lake Erie that are causing severe 
problems with shoreline property owners in that area. 


Diane 


In questioning, Ontario Hydro has indicated that it is not using all of 
its supply of water from the Niagara River. Even with the proposed new site or 
by renovating the old site at Niagara Falls, there still would be excess water 
remaining that it could tap for further generation programs. 


I do not know what the water rights are in this particular area or how 
much water they can draw off the Niagara River. The answer, as I interpreted 
it, was that there would be more than this future site will have. 1 think 
there are 500 megawatts of additional water flow that they cannot use. 
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Will the minister consider using the Welland Canal for at least five 
months of the year? Maybe. you could increase by about 400 or 500 megawatts at 
DeCew Falls. Allowing the additional water flow through the Welland Canal 
would certainly give some relief from the high levels of water on Lake Erie, 
even if you tapped the water for five months a year, which you could probably 
do during off-peak periods of the shipping season. 


Would the minister consider that? Maybe the direction will have to come 
through the Ministry of Energy and not Hydro in this area. I am just saying 
that there is a benefit that could be arrived at both in the generation of 
electricity and in lowering the levels on Lake Erie. 


Hon. Mr. Kerrio: There are two or three guestions in there; we will 
deal with them one at a time. The proposal at Niagara for a third tunnel has 
to do with maximizing the water that is available to Ontario Hydro by taking 
it from the intake, which is a mile above the falls, through a tunnel some 1] 
or 12 miles downstream, which takes the same amount of water and gives it 
about another 50 feet ahead. We can generate an extra 500 megawatts with the 
same water that we would normally use under treaty at the Beck and Moses 
stations. 


Hydro is allowed to use all the water over the international agreement. 
The international agreement says that in the off season--meaning when the 
tourists are not there--we can reduce the flow to 50,000 cubic feet per second 
day and night. When the tourists come, we put 100,000 cubic feet over the 
falls during the day, and when the tourists go to bed, we cut the water back 
to a flow of 50,000 cubic feet. When the lights go off, the water goes off. 


Beyond that, we have a joint agreement with the Americans that above the 
50,000-foot flow, we divide it equally; then above the 100,000-foot flow, we 
divide it equally again. The one major involvement would be that Hydro would 
take the same water we have now and generate more power with it. The other one 
is that, except for those unusual times when the flow has increased to nearly 
400,000 cubic feet per second, Hydro on both sides can use all the water that 
nature can provide. When it is not using it for peaking, it puts it into two 
man-made lakes, one on either side. 


I do not think there is any advantage in anything you might do in 
improving the channelling of the Niagara in order to reduce the lake levels. 
There would not be any increased use of power, except maybe from time to time 
when you got close to the 400,000-foot flow. 


As far as doing anything at the Welland Canal is concerned, they have 
had some serious problems. The Welland Canal is getting on in age, and usually 
they use the winter months to do repairs. I cannot remember any point in my 
time when they were not repairing the Welland Canal during the off season. 


Mr. Ashe: During the season last year. 


Hon. Mr. Kerrio: In fact, they kind of scrubbed their way through an 
emergency last year, where part of the tube and structure all fell away. They 
really just got it open again this spring. I am not sure there would not have 
to be a complete redesigning of the canal in order to make use of it for power. 


The other thing about it is that you probably would be able to use it 
only when the canal was not functioning to take ships through. But you have 
that problem of the maintenance of the canal, and while the ships are going 
through, there would be very intermittent power. You bring the locks up and 
you bring them down, and there is no real flow that would be continuous. 
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It would take a new engineering feat, I would imagine, to develop a 
canal that could serve both functions. It is not beyond modern engineering to 
do it, except that we are talking again about tremendous sums of money to use 
the same water that is available to us at Niegara. I do not know to what 
degree we can do that. 


You are talking about the other ministry, and Hydro tells me that, as 
far as backing the water up for the flooding is concerned, the top of the 
control structure at Niagara that goes out from the Canadian side only that 
raises the level of Grassy Pool to force it into the tunnels to bypass the 
falls and go down is 12 feet below the water entering at Lake Erie. There is 
no way this structure can control the water at the Peace Bridge. Many people 
think it can, but we ran through the numbers and found that this control 
structure is considerably below the inlet at the Peace Bridge. 


If we were going to do anything in the way of alleviating flooding, we 
would have to channel it. We would then have to build a control structure in 
the channel so that if you had 10 years of drought, you would be able to 
control the water by holding it back. Right now we might be trying to get it 
out, but you will have to face the reality that somewhere down the road you 
might be looking at holding the water levels up for shipping and for other 
purposes--municipal treatment plants and all of those things. It is a pretty 
involved and intricate undertaking. 


Mr. Haggerty: There is a control weir at lock 8 in Port Colborne; 
that is almost at Lake Erie. There is perhaps a two- to three-foot difference 
between the water level in the Welland Canal and and that in Lake Erie. I am 
looking at a control weir that would permit more flow of water going down 
through the canal. The canal is a new channel; it has been deepened out to 
about 30 or 32 feet. - 


All I am suggesting is that you put a couple more tubes down by DeCew 
Falls and take that excess water off that area. It will not go through the 
locks down at Thorold or the other locks in that area, the bypass that goes to 
Lake Gibson-- 


Hon. Mr. Kerrio: I am certainly prepared to get a report back from 
Ontario Hydro examining that alternative. 


Mr. Haggerty: If you could take more water off the Welland Canal, it 
would help over the years to lower the water level on Lake Erie. 


Mr. Sargent: After last night I think we are witnessing the dawn of 
a new era. Implicit in the existence of all nuclear plants is their 
vulnerability to sabotage, mechanical failure, human error and outright 
negligence. 


I ran across an article some time ago in the Associated Press report in 
the United States. The Federal Bureau of Investigation is investigating what 
might be the first case of attempted sabotage of a United States nuclear power 
plant. An official of the Virginia Electric and Power Co. said: 


Inspectors discovered that a caustic white crystalline substance had 
been dumped into 62 of the 64 new nonradioactive fuel elements stored for use 
later. Luckily, the fuel elements were not damaged, but we had to conclude 
that it was more the result of nattveté of the possible saboteurs than of good 
management. The company's vice-president said, 'We are told we have the best 
security system of any nuclear plant in the world.'" 
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I hope this committee will get the minister to have Hydro inmediately 
review a crash program to beef up security in all nuclear-controlled panel 
areas. The operators should control their friends, check them out, and also 


the security around the swimming pool areas, eS | we have thousands of tons 
of spent fuel rods. 


As you will recall, I did close work with the Schultz affair, where an 
operator was involved in a situation in which we could have had a meltdown at 
Douglas Point. I think it is of paramount importance that the public be 
assured that we have the tightest security in the world. 


ie 10 .a sms 


With regard to the laxity, my feeling is that Atomic Energy of Canada 
Ltd. and the Atomic Energy Control Board do not know what the hell they are 
doing and that their support in investigating Hydro has been very lax. I would 
like you to think seriously about an edict to that effect to all nuclear 
operations. 


Hon. Mr. Kerrio: I would not hesitate to give you a yes immediately. 
That is a good message to pass on. 1 think it should be done. I cannot think 
that we would dare not do it. 


Mr. Chairman: We will get on with Mr. MacOdrum. I thank the minister. 


Hon. Mr. Kerrio: Thank you very much. I am sorry I have to be on my 
way. I do feel, Mr. Chairman--and I say this with some experience--that the 
work that goes on in these committees is very important . Believe me, I felt 
that some of the most interesting involvements for me in 10 years in 
government happened in this committee. = 


We were blessed, and Mr. Nixon said it. Talk about experience. Some of 
the best brains in the field of tel in the world have sat around these 
tables. It is a good experience, and I am pleased that you are going to give 
me the kind of direction that will be helpful to the ministry. Thank you, Mr. 
Chairman. 


Mr. Chairman: I wonder whether Mr. Lundeen and Mr. Johnson might 
make themselves available later on for some further questions. 


Inter jection. 
Mr. Chairman: Fine. Thank you very much. 


Mr. MacOdrum: Mr. Johnson explained the legal framework under which 
both Ontario Hydro and the Ministry of Energy operate in relation to 
electrical matters in the province. Mr. Lundeen took us through the informal 
processes. I would like touch upon the ministry's outlook for how the planning 
process is evolving. 


As we have heard, primary responsibility for planning Ontario’ Ss 
electricity system rests with Ontario Hydro. The corporation's planning 
process has involved extensive consultation with the public to ensure that 
public concerns and interests are addressed and with the government to ensure 
that planning activities are consistent with government energy policy. 


N-26 


The government considers that municipal and private utilities, and the 
private sector and the public, should Se an increasingly important role in 
planning Ontario's electricity system because today's supply and demand 
investment decisions will directly affect their interests. The involvement of 
all of these players will ensure that the people of Ontario continue to 
receive a safe and reliable supply of electricity at reasonable cost. 


As members of the committee know, Ontario Hydro has under way its 
comprehensive review of demand and supply options. The result of this study 
will be a development strategy for Ontario's electricity system in the 1990s 
and beyond. 


Progress to date has been described by Ontario Hydro, and I would like 
to take the opportunity to describe the government's role in the planning 
process and how the Ministry of Energy will endeavour to ensure that Ontario 
Hydro's planning is in harmony with the government's energy policies. 


The process is that the Ministry of Energy developed policy on matters 
relating to the planning of the electricity supply system. They are required 
to develop statements of government policy and then Ontario Hydro is expected 
to undertake its planning activities in harmony with government policy. I am 
sure the members will understand from what Mr. Johnson indicated today that it 
is very much a two-step process, that the government considers policy 
activities and policy statements and then the Ontario Hydro board, and 
management under direction from the Ontario Hydro board, has the authority to 
determine whether its actions are in harmony with government policy. Two sets 
of judgements are required. 


The ministry's recent activities relating to the development of 
electrical system planning policy include the preparation of the forecast of 
electricity demand to the year 2000, which was described in the document The 
Shape of Ontario's Energy Demand, which we provided to the committee in the 
fall hearings with its companion paper on electricity supply options, Fuelling 
Ontario's Future. These documents describe the energy planning environment 
through to the year 2000. 


As the members of the committee will appreciate, the planning process 
for the long-term future of Ontario's electricity system must recognize the 
wide variety of economic, technical and social factors comprising the planning 
environment. One of the factors in the planning environment that will have a 
significant impact on the electricity development strategy is the wide range 
of projected economic growth scenarios. There is also great uncertainty 
regarding prices of competing energy sources, particularly oil and natural 
gas. Together these factors will result in great uncertainty in the future 
growth of electricity demand. 


Another factor that influences planning is the wide application of 
electricity due to its versatility and controllability. The ministry considers 
electricity will be in the forefront of industrial expansion and that total 
electricity needs could grow to be 40 per cent greater by the year 2000. 


The planning environment is also influenced by provincial government 
objectives for Ontario's bulk electricity supply system. Such provincial 
objectives could be (1) to reduce wasteful use of electricity, improve 
efficiency of existing uses and meet new requirements for electricity in the 
most cost-effective way; (2) to ensure maximum economic use of Ontario's 
existing bulk electricity supply system to defer the need for new supplies; 
(3) to make maximum economic use of Ontario's renewable energy resources and 
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small-scale potential for the generation of electricity where new supplies are 
required; (4) to encourage the participation of the private sector in 
providing for an economic and efficient supply of electricity; (5) to ensure 
Ontario's electricity consumers are provided with a secure supply of 
electricity at the best feasible cost over the long term; and (6) to protect 
the environment from potentially adverse effects arising from Ontario's 
electricity generation and transmission. 


In the light of the planning environment and the government's objectives 
relating to the electricity system, the ministry is conducting a preliminary 
review of the demand and supply options for meeting our future electricity 
needs. The intent of this review is to describe the Ontario government's 
policies related to Ontario's electricity demand and supply strategy and to 
develop guidelines to assist Ontario Hydro in ensuring that its planning is 
consistent with government policy. It is expected that this will form the 
basis of a document to be released in the coming weeks. 


Our review is focused on a number of important issues. For example, how 
can maximum benefit be obtained from existing facilities and from Ontario's 
small-scale generation potential to find the most economic means of deferring 
the need for major new commitments? The review also recognizes that under 
current load growth and supply development assumptions concerning small 
generation, conservation and load management, Ontario Hydro may need to 
evaluate additional supply measures. This evaluation will include 
consideration of additional fossil-fired or nuclear capacity as well as major 
purchases from Canadian neighbours and development of our remaining - 
hydroelectric capacity. 
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The guidelines being developed are designed to ensure that Ontario will 
continue to benefit from a secure supply of electricity at the lowest feasible 
cost over the long term. The guidelines focus on a number of initiatives that 
will improve the utilization of existing facilities to defer the need for new 
Capacity. . 


These demand-side initiatives include conservation and load-management 
programs, which will reduce wasteful uses, reduce the level of peak demand and 
improve the efficiency of use in the existing system. Many such intitiatives 
are attractive because they offer lower, more easily estimated costs and can 
be implemented in shorter lead times than large-scale generation alternatives. 


Several supply-side options also exist that have short lead times and 
could lead to better use of existing facilties. The conversion of oil- or 
coal-fired plants to other methods of generation such as energy from waste, 
fluidized bed combustion or coal gasification provide examples of the kind of 
options that could be reviewed. 


It is expected that Ontario Hydro will make maximum use of our renewable 
resources through the development of large-scale hydroelectric sites where 
they are economic and environmentally acceptable and by encouraging the 
development of new and small-scale generation by the private sector. Private 
sector involvement could be encouraged by offering purchase rates that reflect 
the true value of that power to Ontario Hydro. 


Another supply option that will defer the need for new facilities is the 
purchase of electricity from neighbouring utilties. Ontario Hydro will be 
encouraged to consider joint developments with Quebec or Manitoba of 
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hydroelectric generating potential in the James bay basin, the Nelson River or 
elsewhere. Development of these options will provide diversification of supply 
technologies and allow Ontario Hydro to maintain the flexibility to 
accommodate a range of future electricity needs. 


Decisions relating to signficant additions to generating capacity, 
however, cannot be deferred indefinitely. Long lead times for the planning, 
design, approval and construction of new stations may require that commitments 
be made in the next several years to add new base-load plant to Ontario 
Hydro's supply system. 


I have described some of the work in developing the policy framework for 
Ontario Hydro's demand and supply options study. As the work progresses, the 
policy framework will be further refined through further discussion. For 
example, the work of this select committee is an important step in the 
planning process. In addition, the Ministry of Energy will be involved in a 
number of related activities to assist our policy development. 


I now ask Paul Shervill to describe some of the work we have under way 
that relates directly to the supply and demand study. j 


Mr. Shervill: As Mr. MacOdrum has just mentioned, the primary 
responsibility for planning the electricity supply system rests with Ontario 
Hydro, but that does not mean the ministry is not active as well. In fact, we 
are. We are currently involved in a number of work activities that will form 
the basis of the government's policy advice on options for shaping the 
electricity system in the future. Our work is not intended to duplicate the 
full range of activities that Ontario Hydro has ongoing in its demand and 
supply options study, but rather it is intended to highlight those areas where 
a government perspective can be particularly useful in helping Ontario Hydro 
in its consideration of the various options. 


One of these work areas relates to cogeneration, in which I know this 
committee has an interest and which is the simultaneous production of 
electricity and thermal energy from a single energy source. At present, 
cogeneration facilities in Ontario supply about 500 megawatts of electricity 
to industry and, as parallel generation, to the electricity grid. Work that 
the ministry currently has under way is intended to identify the future 
economic potential for cogeneration in Ontario and will identify some of the 
barriers to development and alternative means of reducing the effects of these 
barriers. 


We will also be examining the economic impacts on Ontario of Ontario 
Hydro entering into major electricity purchases from Quebec or Manitoba to 
supply additional power requirements in the period beyond 1995 as an 
alternative to building generating capacity in Ontario. Some of the impacts we 
will examine are the impacts on employment, real gross domestic product, 
labour income and overall output. 


Innovative arrangements that would see Ontario Hydro participate as a 
joint developer or an equity partner of new hydroelectric potential in Quebec 
or Manitoba will also be examined in this study. 


Another area coming under study is the likely development of new 
coal-fired technologies suitable for use for electric power generation. We 
will be assessing the likelihood of a variety of new technologies being 
available for commercial operation in Ontario at different points in the 
future, and the estimated contribution these technologies may help us make in 
reducing acid gas emissions. 
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Linked to this work will be an assessment of the relationship between 
the use of this new coal-fired generation, the continued use of existing 
plants and Ontario's new acid gas regulations. This work is very important 
because, as we know, regardless of the means of producing electricity, Ontario 
Hydro will plan to meet acid gas emission limits. 


On the demand side, the ministry is preparing an assessment of the 
impact on electrical utilities of implementing conservation initiatives. These 
measures often can be implemented in shorter lead times than large-scale 
generation alternatives. The purpose of the ministry assessment will be to 
quantify the impact of various conservation actions in terms of the overall 
costs to the electricity system and on electricity rates. 


Taken together, this and other work will form the basis for a ministry 
study, assessment and review process. It will ensure that issues are 
identified and resolved in a manner that satisfies the government's policy 
objectives and public needs. It allows the evaluation and refinement of advice 
on the relative merits of the options and will form the basis of the 
government's guidance to Ontario Hydro to assist the corporation in carrying 
out its planning responsibilities in harmony with government policy. 


The demand and supply options study being developed by Ontario Hydro 
should allow for the cost-effective accommodation of a wide range of possible 
demand levels and electrical system requirements. In this context, the choice 
among the options will be made by striking a balance among the following 
objectives: the need for utility financial flexibility; long-run economics; 
electrical energy supply security; consumer cost of electricity; public 
acceptability of the options; and provincial economic impact. 


Once this comprehensive evaluation ofthe options has been completed by 
Ontario Hydro, it will be the subject of a review by the government. The work 
I have just described, along with an appropriate public participation program, 
will form the basis of this government review. 


Mr. Chairman: Do you want to do the next part? 


Mr. MacOdrum: If you have any questions for us, we might respond to 
them and then the deputy minister and Mr. Dominy will deal with the next part 
of the presentation. 


Mr. Ashe: I have two questions and they interlock. After listening 
fairly carefully to Mr. Shervill's presentation a moment ago, I am still a 
little unclear as to the ministry's association with the DSOS. Is the study 
you were doing independent of the Hydro demand and supply options study or is 
it being worked on jointly with Ontario Hydro? I do not quite understand it. 


Mr. Shervill: The work we are doing is independent of Ontario 
Hydro's work in the sense that it is the ministry that is conducting it, but 
that is not to say we will not discuss matters pertinent to the study with 
Ontario Hydro. Clearly, we are. 


Mr. Ashe: The ministry is doing a study that is somewhat similar but 
parallel to Ontario Hydro's study. Is that basically correct? 


is SUF am. 


Mr. MacOdrum: We have described today basically two areas of 
activity, the first being the preparation of some general policy guidelines by 
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the ministry for Ontario Hydro with respect to its supply and demand study. 


That work is being done by the government independently from Ontario Hydro, 
but Cas discussion and consultation with Ontario Hydro. That is the first 
area of work. 


The second area of ministry activities is a number of studies that look 
at what we consider to be issues arising in the supply and demand study that 
have a major public policy impact. For example, Mr. Shervill described the 
consideration of purchases from Manitoba and Quebec. We are looking at that 
option in the context of public desirability from a provincial point of view, 
not just from the point of view of advantage to Ontario Hydro. These studies 
are going along, as you suggest, in parallel. They are being undertaken 
independently, either by the ministry or by consultants for the ministry, and 
are being done in close consultation with Ontario Hydro. 


Mr. Ashe: I will follow up on your last point because it leads right 
into what was going to be my next question on the split between how many 
things are being done by consultants and how many by Ministry of Energy staff. 
So I will not have to ask twice, what is the current complement in the 
Ministry of Energy's electricity section? 


Mr. MacOdrum: I will ask Mr. Shervill to take you through the makeup 
of the electricity section. The electricity section is the focus of the 
ministry's examination of issues relating to Ontario Hydro, but several others 
in the ministry are involved in work relating to Ontario Hydro. For example, 
current matters--over the past few days--have related to Ontario Hydro rates. 
George Dominy, the manager of finance, rates and utilization, who will be the 
next witness, is very knowledgeable on those matters. You have heard from our 
director of legal services who becomes very involved in matters of a legal 
nature relating to Ontario Hydro. The forecast I touched on was prepared by 
our economics and forecasts section. A wide range of people within the 
ministry touches on electricity matters. Mr. Shervill can describe the makeup 
of the electricity section in a little more detail since he is the manager for 
that section. 


Mr. Ashe: I would appreciate that. 


Mr. Shervill: There are 13 full-time complement positions in the 
electricity section, 10 of which are professional people. 


Mr. Ashe: Are they all full at the moment? 

Mr. Shervill: Yes, they are. For the purpose of these studies we are 
also retaining a number of consultants to assist us, but just to assist us, in 
the sense that they will help us with the gathering of data and will feed that 
information into the ministry. Each of these studies is managed by an 
individual within the ministry. 

Mr. Ashe: Is that right across the board? 

Mr. Shervill: Yes. 

Mr. Ashe: I am glad to hear that. You are using the consultants to 
gather and feed into a committee or a person co-ordinating a particular part 
or function of a study? 


Mr. Shervill: That is right. _ 
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Mr. Ashe: Has the ministry already received the annual letter from 
Ontario Hydro vis-a-vis the suggested rates and the referral to the Ontario 
Energy Board? Has that happened yet? I know it has not gone to the board 
according to Mr. Macaulay, but he is expecting it momentarily. 


Mr. MacOdrum: The answer to both of your questions is yes. 


Mr. Ashe: Mr. MacOdrum, in your view what are the key issues being 
dealt with right now in the LDSOS by Ontario Hydro in phase 2? 


I see there is a press release out today. It is 4.9; sounds like a 


vaguely familiar figure from last year's directive from the Ontario Energy 
Board. 


Mr. MacOdrum: The work Ontario Hydro is undertaking and the issues 
it is seized with--that is, the shape of the electricity system beyond 
1992--is a very major undertaking with a myriad of subissues. 


One of the most challenging and interesting issues being tackled by 
Ontario Hydro--1 misspoke myself earlier when I described it as its 
supply-demand study, which is the earlier and conventional terminology; Hydro 
has properly entitled it as a demand-supply study, which indicates new 
emphasis being placed on demand-side options--is the important consideration 
of demand options: the integration of the analysis of demand options with 
supply options; the development of estimates of potential, both technical and 
economic potential; the assignment of costs and their analysis so they can be 
appropriately compared and ranked both with respect to how they can be 
implemented and how to deal with the uncertainty. 


Clearly, when you get into demand-side options, a large number of 


| participants are involved in the implementation of demand options--every 











citizen of the province uses electricity--and therefore the degree of 
uncertainty attendant on those kinds of options is a whole order of magnitude 
different from the construction of a generating station and including it in 
the grid. 


How you compare them and what their values are is one of the most 
important areas of new ground that Ontario Hydro has embarked upon and that 
the committee has joined by including the demand-supply options study as a 
major part of its inquiries. That is one of the most interesting and important 
issues before the conmittee. 


Mr. Ashe: You have focused on the main issues, and obviously the 
ministry is in concert with Ontario Hydro in that regard. 


I was pleased to see that one of the studies being done by the ministry 
relates to the pluses and minuses of the purchase option, particularly from 
Manitoba and Quebec. I have a bit of a scary feeling that Ontario Hydro is 
going to be stampeded by some groups, perhaps some people right within this 
committee, who feel the full answer for the future is purchases, on the 
assumption that those provinces are going to have all kinds of cheap power 
they are going to sell to Ontario cheaply. 


First of all, the two assumptions are a fallacy. The other part of it 
you have referred to, which is very important, is the pluses and minuses of 
the impacts within Ontario on our own economy, security, jobs, etc. We both 
know James Bay power is more economical than Darlington power--let us not 
confuse it--but it is not cheap power per se, and then there is the cost of 
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getting it here. If they can sell it to the northeastern United States at so 


many cents a kilowatt-hour, they are not going to sell it to us at 60 per cent 
of that rate just because we are friendly neighbours on the same side of the 
border. 


I am glad to hear, and I want to be assured, that those things are being 
looked at on an ongoing basis because while the purchase option route may very 
well be part of the answer--1 am not belittling its importance--1 do not think 
it should be presumed that it is the panacea for future needs in Ontario. 


Mr. Chairman: Thank you, Mr. Ashe. 
Mr. Ashe: If a nod can go on the record, I did get an nod. 


Mr. Charlton: Which nod was it? 
Mr. Ashe: It was an up and down nod. 


Mr. MacOdrum: Clearly, the matter is under review. There are many 
matters to balance in the consideration of purchases; price is one. The 
attitude of committees such as this and of the public generally to the idea of 
purchases, as distinct from what might be called made-at-home options, will be 
an important consideration that has to be taken into account when these kinds 
of options are considered. 


11:40 a.m. 


Mr. Chairman: I have one supplementary to a question posed by Mr. 
Ashe. Mr. Shervill, on page 28 you list the objectives. What do you mean by 
"financial flexibility'’? 3 1 


Mr. Shervill: The important point we were trying to make in terms of 
the need for utility financial flexibility was to keep open as wide a variety 
of options as possible on both the demand and supply sides that the utility 
could take advantage of and in that way protect itself against unforeseen 
occurrences on a variety of fronts. 


Mr. Chairman: Is there any priority ranking of those objectives? 
Mr. Shervill: No. They are not listed in any particular priority. 


Mr. Chairman: If you are going through this exercise to develop 
policy objectives for Hydro, how can you do it without giving them some 
priority? 


Mr. Shervill: They are all very important. As we go through the 
exercise of conducting these studies and bringing in and assimilating that 
information, it may become apparent to us that some are more important than 
others. However, at our current stage of work, it is very preliminary. We 
would like the benefit of the results of some of that work before we make that 
determination. 


Mr. Charlton: You mentioned a number of the studies being undertaken 
by the ministry in relation to our electric power planning future in this 
province. Can you tell us what stage those studies are at, and can you give us 
some indication of whether there are any data or findings from any of those 
studies that the committee might get access to over the next few weeks which 
would help us in our deliberations? 
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Mr. Shervill: As I was saying to the chairman, many of them are very 
much in their preliminary stages. We are in the process everywhere from the 
preparation of terms of reference to just about the letting of contracts. 


Mr. Charlton: None of them is very far under way at all? 
Mr. Shervill: None of them is very far advanced at this point. 


Mr. Haggerty: I am concerned about the wrong economics dealing with 
the generation program of Ontario Hydro. In particular, Mr. Ashe talked about 
the purchases from Manitoba and Quebec. While I share some of his concerns, my 


rsonal view at present is that it is one of the alternatives we should be 
ooking at. 


He was concerned about the jobs that might be lost in Ontario if we were 
to purchase hydro from Quebec or Manitoba, for example. When you look at the 
construction of the nuclear plant at Darlington, one of the major costs there 
is the purchase of the electrical generators themselves. I do not think there 
was any concern about jobs in Ontario when they were purchased. I understand 
they were manufactured from Switzerland. We have General Electric and 
Westinghouse, which could have been building these generators in Ontario. As 
the then Minister of Energy, he should have been concerned about it at that 
time. I do not think there would be much loss of jobs if Hydro were to 
purchase electricity from Manitoba or Quebec. 


Mr. Cureatz: Ray, come out to Durham East and tell the 8,000 people 
working there that you are going to shut down the plant because the electric 
generators were bought in Switzerland. 


Mr. Ashe: At two thirds the cost. _ 
Mr. Chairman: Order. 


Mr. Cureatz: Do that just before the election, when your Liberal 
candidate is running around. We would appreciate it. 


Mr. Haggerty: Come on, George, let us not get-- 
Mr. Chairman: Mr. Haggerty, 1 am sure, has a question. 


Mr. Haggerty: The question is, whose mandate is it? Is it Ontario 
Hydro's mandate to seek contracts for offshore purchases from Manitoba and 
Quebec, or is it the mandate of the Ministry of Energy? Whose mandate is it in 
this area? This morning we have heard questions about the legality of the 
responsibility of Ontario Hydro and the minister. Whose mandate is this? 


Mr. MacOdrum: With respect to purchases for an approved project, 
responsibility for that is Ontario Hydro's. They have certain guidelines with 
respect to the source of the goods, and they go through a very detailed 
procedure in terms of obtaining the best price for the kind of technology they 
need. 


The matter of managing the purchase requirements of Ontario Hydro is 
Ontario Hydro's; it is very much part of the management of the business. The 
facilities have to be approved by the government, but once that approval is 
obtained, within that approval, the management of the purchases is the 
responsibility of the management and the directors of Ontario Hydro. 
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Mr. Haggerty: This is for purchases from Manitoba or Quebec? 
Mr. MacOdrum: I was talking about the purchases of equipment. 


Mr. Haggerty: What I mean is, whose mandate is it if we make a 
recommendation saying that one of the areas we should be looking at is the 
purchase of electricity from Quebec or Manitoba to strengthen the northeastern 
and northwestern grids? We are looking at it; if we have to wait for 30 years 
to get a transmission line up there from Darlington, which is about 1,000 
miles, it might be more economical if it went the other way. Whose mandate is 
this? Who would be initiating the agreement? Would it be Hydro or the Ministry 
of Energy? 


Mr. MacOdrum: The mandate for that is joint, because in the end, 
once a contract has been entered into, Ontario Hydro would be required to 
obtain government concurrence in the contract. 


Mr. Haggerty: But who would inititate it? If we make the 
recommendation here, it does not mean that either Hydro or the Ministry of 
Energy would initiate it. How do we bypass one and say this is what we want to 
see done? 


Mr. MacOdrum: I think your recommendations on that subject should be 
directed towards both the government and the corporation. The corporation 
would propose but the government would dispose of or approve the proposal with 
respect to power purchases. 


Mr. Charlton: A supplementary to that question: You are saying it is 
a joint responsibility. What direct involvement does the ministry have in the 
actual discussions with Manitoba and Quebec? You have said that if Hydro goes 
off and negotiates a contract, it is still going to be subject to government 
approval; but it would be awfully embarrassing if Ontario Hydro were to go out 
and negotiate contracts and then have the government, the ministry and/or the 
cabinet turn them down. 


Mr. MacOdrum: I agree with you on that. The type of thing we are 
undertaking as a ministry is that we have discussions with our neighbouring 
governments on a government-to-government basis. We recently have had 
discussions at the staff level with the government of Quebec, and we will be 
having discussions in the next little while with the government of Manitoba on 
these subjects. 


We also have regular consultations with Ontario Hydro on its discussions 
with Hydro-Québec and Manitoba Hydro. However, we do not generally have direct 
discussions with the utilities. Generally, the business relating to a contract 
is between the two utilities. 


Mr. Charlton: Do you not think it would be wise, though, if at least 
you had an adviser or a consultant directly involved in the negotiations? 


Mr. MacOdrum: We are kept very well informed and do make 
representations from Hydro from time to time on the subject matter of those 
discussions, but certainly that is a suggestion that could be looked into. 


Mr. Haggerty: What part does the ministry have in relation to the 
other way around, when Hydro says it is going to export a certain amount of 
wer through interconnections? Do they have to obtain authority from the 

inistry of Energy or the cabinet? 
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Mr. MacOdrum: To enter into an agreement, they do; they also have to 
obtain approval from the National Energy Board. 


Mr. Haggerty: Is that the only one, or does it also take the 
government of the province or the Ministry of Energy? What role does the 
Ministry of Energy play in this? 


Mr. MacOdrum: My understanding is that when they come forward with 
their agreements for additional exports or for renewal of an export contract, 
they seek the approval of the government. They also, as I mentioned, require 
the approval of the National Energy Board. 


11:50 a.m. 


Mr. Haggerty: The other area you are talking about on page 29 is 
energy conservation, and you talk about appliances and small or efficient 
motors. What does your ministry do to check out the appliances that are on the 
market today? 


If you were to go downtown to look at the appliances in the big 
department stores, you would see a ''Conserve Energy'' label on them; I think 
that is what they have written on them. If you were to buy an automatic 
washing machine, you could buy an offshore one from Japan that is rated at 79 
' kilowatt-hours per month based on an average of four in a family. If you 
bought one made one of the Canadian firms, you are looking at a range of 79 to 
125 kilowatt-hours. If you buy a dryer made in Japan, it is rated at 39 
kilowatt-hours per month per family. If you buy the Canadian make, you are 
looking at anywhere from /5 to 90. 


Who checks this out so you know whether you are getting what they are 
trying to promote in energy conservation in this area? I tried to find this 
out. The salesman said the appliances made in Japan are a little bit smaller 
and that is why they conserve more energy. If you get the bigger Canadian 
ones--we go in for the Cadillacs--you are consuming more energy. Who knows 
what the cost efficiency is to the consumer, the end user of this? 


Mr. MacOdrum: I think what you are referring to is what is known as 
the Energuide program, which was brought in by the federal Department of 
Consumer and Corporate Affairs in co-operation with the provinces and the 
various provincial electrical utilities and electrical inspection agencies. 
The federal government has had some studies done of that program, as I as sure 
you are aware. The recommendations of those studies conflict, but there have 
been some reports about whether the government of Canada may discontinue or 
alter that program. Ontario Hydro and the government have made representations 
to the federal government about how valuable we feel that program is. 


As to how appliances are measured, this is done by testing them at 
laboratories, such as the Ontario Hydro laboratories on Kipling Avenue and 
other similar laboratories in Canada, to ensure that they do comply with the 
standards. I am not an expert in this area, but my understanding is that one 
of the concerns people have had that is causing the review of the program is 
not that the appliances are not tested sufficiently against the standards but 
the cost of the testing; that is a concern to the manufacturers. The deputy 


minister and Mr. Daminy are going to speak on our conservation policies in 
that area. They may be able to add to what I have just said. 


Mr. Haggerty: Witnesses have appeared before the committee 
previously who have suggested that any offshore appliances, such as those from 
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Japan, are energy-efficient. The salesman tells me they rate the machines 
based on the load in pounds. The Canadian-made unit takes a load of 12 pounds 
or something like that, while the Japanese make can handle about seven pounds. 
If you have a large amount of laundry, you will be running that machine twice 
as long as you would the other because it does not have the capacity. 


Is that misleading? How do they make that judgement call? We have had 
witnesses come in and say that if you buy an offshore product, you are going 
to buy an energy-efficient appliance that is going to save you the end use in 
the long run and reduce your energy bill. You said there are some conflicting 
viewpoints on this. 


Mr. MacOdrum: On the value of Energuide program. In so far as 
salesmen suggesting to you that offshore appliances are necessarily more 
efficient than domestically made ones-- 


Mr. Haggerty: No, the salesman did not tell me that. He said you 
have to go by the weight and capacity. 


Mr. Chairman: May I interrupt here? I am not sure quite how we got 
into this territory. 


Mr. Haggerty: Conservation, on pages 29 and 30. 


Mr. Chairman: It is 11:55 a.m. and we have a 10-page presentation on 
conservation about to come. 


Mr. Haggerty: It was in what he was reading and that is what I went 
by. I want some clarification on this. ; 


Mr. Chairman: We have not had the presentation yet. 


Mr. Haggerty: We will go out and buy an appliance and we will put in 
on test then. How would that be? 


Mr. Chairman: Have you completed? 


Mr. Haggerty: Yes. 


Mr. Shymko: In the introduction of the legal definition of Ontario 
Hydro it is said that Hydro is a corporation without shareholders. My 
understanding is that in the perception of Hydro there are holders and they 
are the public. I would like to address a question on what you conclude at the 
end of your presentation, that one of the six objectives listed is public 
acceptability of the options, namely, acceptability by those whom I perceive 
to be the shareholders of Hydro. You conclude that appropriate public 
participation programs will form the basis of your governmental review. 


I have not heard any reference, except in a general reference to public 
input, any detail of what this improvement of public input would be or any 
reference to some of the suggestions that were made to this conmittee in our 
earlier deliberations. I would like you to answer some of the questions I have 
in this area because I believe that the level of public acceptability you 
stress is relative to the level of public input. The more you have and the 
more effective that public input, the more acceptable will these options be to 
the public. 


There were some suggestions and I will refer to five made to this 
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committee, the most recent by the chairman of the Ontario Energy Board. He 
admitted, if I recall correctly, that there were some limitations and 
inadequacies in the public advocacy aspect of the hearings that the Ontario 
Energy Board is mandated to hold. He referred to the fact that they do not 


have any power of funding. These public groups are limited by expertise and 
time. 


There is a problem with the quality of understanding that is expected 
from the public, which is so important in your conclusions, and yet they are 
paralyzed by the inadequacies, to which even the chairman of the Ontario 
peste yeeore admits. Do you share the concern that there should perhaps be an 
amendment to section 3/ of the Ontario Energy Board Act or at least something 
to provide that assistance to the public, the real shareholders of Hydro, at 
these hearings so they can have a direct and much more effective input? 


Mr. MacOdrum: The question of public funding, of participation in 
administrative hearings throughout the province is one that the government has 
continually under review, for example, in cases before the Environmental 
Assessment Board and other tribunals. The use of public funding for 
participation has become more widespread and can give a new dimension to the 
success of the public hearings. 


12 noon 
Mr. Shymko: To the planning aspect, which is fundamental. 


I will refer to some suggestions made in briefs to this conmitttee. For 
example, the Ontario Federation of Labour suggested two things: that an energy 
development control board be established to oversee planning of the overall 
energy needs and to ensure public and workers' safety. It should report ~ 
directly to the Legislature; and that the provincial regulatory bodies should 
have labour representation, for example, based on consultation with the 
Ontario Federation of Labour and, at the federal level, the Canadian Labour 
Congress. The industry council on conservation and renewable energy suggested 
that this select committee or the Ontario Energy Board should hold hearings 
after Ontario Hydro had developed a proposed plan of action, and that both 
this select committee and the Ontario Energy Board should investigate the 
various financing mechanisms and pricing considerations. Very interesting 
proposals. 


Another suggestion, by the Taskforce on Churches and Corporate 
Responsibility, is related to the area of nuclear waste disposal. They are 
concerned that the ministry is either unable or unwilling to find meaningful 
ways to involve the nonexpert public in discussions of new technology as it is 
being developed. Would you comment on some of these recommendations made to 
this committee? 


Mr. MacOdrum: On the last point, with respect to the Taskforce on 
Churches and Corporate Responsibility on the nuclear issues, I testified 
before their hearings which were held about a year ago. At that time there was 
extensive discussion of the process that has been developed. The process, 
with respect to examining the question of nuclear fuel waste, is in two steps. 
The first stage, which the governments of Canada and Ontario, Atomic Energy of 
Canada Ltd. and Ontario Hydro are developing, is the concept for permanent 
storage and it is anticipated by the participants that there would be 
extensive public discussion and input into discussions of those concepts and 
the technologies that are involved, prior to the second stage which would be 
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the selection of any particular site. With regard to that issue it is intended 
there will be extensive public input. 


Mr. Shymko: I am glad to hear this. With reference to appropriate 
public participation, I had not heard of any examples in your presentation, of 
any change or anything innovative outside of what currently exists. The 
present public input or public participation process is not adequate, and I am 
glad to hear there is that change in the nuclear waste energy disposal. I and 
I am sure other members of the committee would have appreciated hearing some 
more detailed exposé of an expansion of that input which is fundamentally 
important to a corporation which by legal definition is without shareholders, 
but which in our perception the public is a major component of those 
processes, expecially of planning. 


Mr. MacOdrum: Mr. Shymko, you will recall that in the minister's 
comments to the conmittee, he indicated that this committee is a very 
important part of the public input and consideration of the demand-supply 
options that Ontario Hydro has prepared. The airing of that study, being 
undertaken over the past several weeks and currently, is something that we at 
the ministry consider to be very important and are looking forward to the 
findings of the committee with great interest 


Mr. McGuigan: You mentioned this morning the problem of delivering 
hydro because of the reluctance of land owners to have hydro towers on their 
land. I was a member of the executive of the Ontario Federation of Agriculture 
for a number of years. This was a very heady issue. The worst offenders at the 
time were the pipeline people. They were more of offenders than Ontario Hydro, 
although they all were linked together. The pipeline people would come across 
a farmer's field without any regard to his animals, the crops that he had in 
his field or the tile in the ground. The reply to the farmer was always: 
"Well, see our lawyer. Go ahead fight it in the court. In the meantime, we are 
barrelling right across here.'' It was an era when engineers, executives of 
power companies and so on felt they had the right to go across these farms. 
That has since been changed. One of the landmark decisions involved a fellow 
named Peter Newington who sued TransCanada Pipelines. Some decisions were made 
in his favour. 


There has been a change in attitudes. It was the attitudes the farmers 
were fighting. You have to look upon us land owners far differently than you 
have in the past. It seems to me we have made that change. Are we looking 
realistically at compensating farmers for putting hydro towers on their land? 
I remember a few years ago a neighbour of mine was forced to take hydro towers 
at a one-time payment of $75. He made an offer to Hydro, "I will give you $75 
if you do not put the tower on my farm." When looking at the fantastic costs 
that have accrued with 20 years of hearings and the use of more costly, 
alternative forms of hydro, have we looked at a way of settling these matters? 
Some land owners would lose some of their opposition if a realistic payment 
were made. Not so much a one-time, single payment but an annual rental fee 
might solve some of these problems. 


Mr. MacOdrum: As you know, the matter of compensation is always an 
interesting one related to any land-use decision in terms of rights of way, 
whether it is a pipeline or an electrical transmission line. The situation has 
improved very much in recent years, as you note. A large part of that is 
through the excellent work that has been done between utilities such as 
Ontario Hydro and the Ontario Federation of Agriculture in their discussions 
in developing new approaches for compensation. 
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Utimately, if the land owner is not satisfied with the arrangements for 
compensation, there are remedies through the Land Compensation Board and 
things such as that. In most cases, neither the land owner nor the utility 
wants to take it to that point. The developments that have taken place as a 
result of discussion between the federation of agriculture and the utilities, 
including Ontario Hydro, have been a step in the right direction. 


Mr. McGuigan: Where does that leave us on the problem of getting 
power out of the Bruce? 


12:10 rpem. 


Mr. MacOdrum: The lines from the Bruce, as you know, are the subject 
of hearings currently before the joint board. Those hearings are taking 
somewhat longer than everyone's estimates at the outset. I hope they conclude 
after a full hearing of the issue but in a most expeditious fashion. 


Mr. McGuigan: It would still be my hope that if people who wanted 
corridors, for whatever purpose, made more realistic offers in the first 
place, we would not have some of these delays. I guess Ontario Hydro would 
make these determinations rather than the Ministry of Energy, from what you 

have told us about the structure. 


Mr. MacOdrum: Yes. The government generally, not just through the 
Minstry of Energy but through the Ministry of Agriculture and Food and others, 
can make suggestions or directions to Ontario Hydro. As Mr. Johnson explained 
when he described the current allocation of responsibilities, the ultimate 
decision is with to Ontario Hydro in terms of the offer. If there cannot be 
any settlement, then it goes to an administrative tribunal called ‘the Land 
Compensation Board. : o . 


Mr. Shervill: In fact, the joint board which is hearing the 
southwest transmission corridor question has, as one of the decisions it must 
make under the consolidated statute, to consider the matters under the 
Expropriations Act. It takes upon itself the responsibility of determining 
whether the land required is necessary. After that, it is referred under the 
appropriate legislation to a hearing officer to determine what appropriate 
compensation should be. 


Mr. McGuigan: It is my submission that, since we have that change in 
attitude, the time is ripe for better offers to be made in the first place. 
Perhaps we then would not have to go through these very lengthy hearings. 


Mr. MacOdrum: I have heard others in the agricultural community 
indicate that the major area of concern is compensation. The other factor that 
the board of directors has to weigh with compensation is the cost of that 
compensation to electricity customers. 


Mr. McGuigan: It is costing them a pile of money right now for not 
having the corridor. 


Mr. Haggerty: I have an article here from the Toronto Star, 
Thursday, May 31, 1984, about sudden blackouts. It says: ''Power failures 
possible until 1988, Hydro says. 


"Ontario Hydro is warning customers they could face power blackouts 


without notice over the next four years. Tom Rusnov, a senior Hydro engineer, 
said the utility has installed a $30-million system that will instantly cut 
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power to as many as 29 suburban areas''--let us hope it is not Whitby or Barrie 
or someplace such as those--''to prevent power drains that could damage parts 
of the North American grid. 


"As many as two million people, including those living in some areas of 
Missisauga and Markham, will be affected. 


"But heavily populated areas, like downtown Toronto, won't have such 
blackouts."' 


If they did not involve the $30 million to secure the supply into 
Toronto, 2.5 million people here would be up in arms, would they not? It would 
not take them long to put those transmission lines in. 


You have to draw the line someplace. This issue of transmission lines 
through Essa from the Bruce has been debated since 1975. How long is it going 
to continue this way? The minister says it is going to cost us $400 million. 
Looking at this thing, somewhere along the line we are going to have to come 
in with legislation that will put a time limit on the hearings. A lot of 
people out there will be screaming, but if they did not have power to their 
cottages and so on, they would take a second look in the direction they are 
screaming. 1 live in the Niagara Peninsula and all you see is a corridor of 
transmission lines-- 


Mr. Chairman: I think I heard the question. 


Mr. Haggerty: You did? --coming out of Niagara. You never heard the 
people there complain because the power went to Toronto, Kitchener, London and 
places such as those. There has to be some common sense to this. We cannot put 
this off any longer. A decision is going ta have to be made. A sum of $30 
million is going to secure Toronto with electricity. There may be 29 other 
municipalities out there that are going to be screaming for it. 


Mr. MacOdrum: I believe the load-management and generation-rejection 
scheme to which you refer is put in place to minimize the impact of the 
locked-in power at Bruce for all the province, not just for Toronto. 


Mr. Haggerty: It could be going up north where it is needed to 
secure the electricity supply north of Sault Ste. Marie and areas such as 
that. It is a quick way of getting it up there. Somewhere along the line you 
are going to have to bring in legislation. There is a time limit on this. 


Mr. Chairman: Thank you very much, Mr. MacOdrum and Mr. Shervill. 
Mr ° Allan. ? 


Mr. Allan: I have brought George Dominy as our consumer activist, 
utility plant specialist. He is going to answer about all that Energuide crap 
at the end. There is a real debate, Mr. Haggerty. We happen to think it is a 
very useful consumer service and so does Hydro. The government of Canada 
has--perhaps you want to do four small washes instead of one big one. I think 
they rate these things on energy efficiency against their rated capacity. if 
consumers buy small appliances and want it all the time, they are stupid. 


Mr. we Mr. Allan, let us not use the word "stupid.'' If I were 
to buy an appliance, I would try to find the best way to go. You are looking 
at $1,200 or $1,400 for these units. 


Mr. Allan: If you have seven kids, you know how many washes you are 
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going to do. I do not know what it comes in; pounds, litres or whatever these 
things come in. You have a fair idea how long you are going to rum the 
machine. As your first consideration, given price and everything else, I think 
you would buy a machine that was somewhat close to the optimal capacity for 
your personal circumstances. If some salesman talks you into some little 
offshore miniature version that is highly energy-efficient, perhaps you are 
very small or only have half a pound of washing or something. It seems to me 
the choice is for your own circumstances. We would like to see the Energuide 
with those numbers on every appliance in Ontario. 


Mr. Haggerty: The numbers do not tell you anything. The first 
, <a Ba eters I oor was that I was getting a better deal if 1 bought the foreign 
make. One said 39 and the other said 95 for doing the same drying. It is 
misleading. That is where the problem is. We had witnesses before the 
committee saying that you can save by buying appliances offshore. I am not 
convinced of that. 


Mr. Allan: Neither am I. We will get something and table it before 
this week is out-- 


Mr. Haggerty: Let us get something definite. 


Mr. Allan: --on all the common appliances, what the Energuide thing 
says, what it means and what a typical housewife, home owner or whoever might 
consider looking at for her or his circumstances. If that is what you want, 
Mr. Daniny has an army of people who can do that kind of stuff. 


Mr. Chairman: Perhaps I can interject and say that we would like to 
adjourn for lunch in 10 to 15 minutes. Perhaps you can take us through this 
presentation. oft 
Mr. Allan: I do not think the way to go is through the presentation, 
since you have it. We could get to a couple of core points we want to make. 


Mr. Chairman: All right. 


Mr. Allan: As a committee, your deliberations tend to be focused on 
Ontario Hydro and electricity. However, there is a broader subject, the energy 
markets and energy conservation. I suspect that in the supply-demand system 
expansion planning, the most important role of the ministry is to look way 
beyond electricity, to look at what is happening and what we should be looking 
for in the province to see where electricity fits. It is unnatural to expect 
Hydro and Hydro planners to jump out of their skins and look at that broader 
range of considerations. Fundamentally, they are dealing with their 
competitor's product. 


12:20 p.m. 


As a ministry, we tend to look at the bigger picture. We do not 
particularly agree, although our forecasts have come a lot closer, that 
electricity demand is going to grow as fast as some people think it is. There 
are pressures working both ways. We take a strong position that there is a lot 
of scope for conservation. Energy conservation, in its broadest sense, is the 
government's or the ministry's responsibility. Wise use of electricity is 
Hydro's responsibility. We would go further and say they should narrow it down 
to where they can have some impact. We put in this document motors, meters, 
lighting and conmercial-industrial applications. It seems to us that the 
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output or end result we want is efficient industry. Low-cost products are the 
least electricity in for the most product out. 


Mr. Haggerty: You did not include the other utilities that are in 
that market of supplying energy in that area. 


Mr. Allan: I do not have much hangup about the other utilities. 
There are facing some pretty good competitive pressure and none of them has a 
complete monopoly. 


Mr. Chairman: Let us keep on track so that we do not have an array 
of discussion. 


Mr. Allan: There is a legitimate role for Hydro. If it were me, as a 
personal opinion I think they should have about 100 technical service 
representatives out helping a lot of businesses and commercial enterprises in 
this province to use less electricity. That would be a very valid role for the 
utility. It is a major choice, stretching current capacity or delaying system 
expansion. The payoff is lower rents for offices. The payoff is more 
competitive products and more people working, not necessarily for Ontario 
Hydro, but in Ontario. 


That kind of conservation, wise and efficient use of metering all 
through the plants and so on, is just as valid as technological improvements 
that raise productivity generally. The other clear way that the utility can 
influence events or the broad mass of people is by time-of-use incentives. by 
bringing the peak down closer to the average, you can use your system more 
effectively. I call it the Jacuzzi factor. If we had broad-based incentives 
for people to rum their Jacuzzis at half rates or whatever from seven at night 
until six in the morning, we could shift quite a bit of the load. The people 
you want to get at there are the ordinary citizens, the eight million people, 
not industries and office buildings. There are too many rigidities there. 


Mr. Shymko: What if you do not have a Jacuzzi? 


Mr. Allan: If you do not have a Jacuzzi you might have a Japanese 
dryer or something. 


Down the road, there has to be significant scope at the utility. I know 
they are doing some work on that. If there were one thrust of ministry 
thinking on it, we would like to see it accelerated. You can try all of 
Timmins, for example. Buy all the meters--Hydro can put them in--and double 
meter everybody in Timmins and run the thing this year. For anyone who buys 
more than $500 worth of electricity, you put in two meters. The meter costs 
$300; at today's interest rates you need to save $30. That is the tradeoff. If 
you can shift 10 per cent of the load, you are ahead of the game. It comes 
down to that kind of basics if you want to influence a lot of people's 
electricity use. 


The other major ministry interest is in cogeneration and small hydro. 
Whether you are buying or you are making in Ontario, there are a lot of forces 
at work in those options--competitive fuel prices and alternative energy 
supply things. One of the biggest alternatives, and the most attractive, is to 
have more people generating their own power in their own factories; not to be 
a customer of Ontario Hydro, but to be a supplier to Ontario Hydro and 
effectively not to be a Hydro customer at all. If we had 100 of those across 
the province in some of the major industries, I suspect we would have enormous 
diversification and flexibility in the system. We have to look at all the 
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reasons why that has not happened. One reason is that we have relatively 
low-cost electricity. The relative peeces are changing. I suspect you will see 
natural gas prices in the neighbourhood of $3. 


Mr. Haggerty: Down? 


Mr. Allan: No; $3 being the level for some major industrial users, 
perhaps by the end of this year. That is a fairly big discount. If you are a 
heavy user, you can cogenerate by blowing that gas out of the boilers, putting 
a turbine on it, cranking up your own power and spilling out the rest into the 
grid. I suspect we will be looking at garbage-burning as a social requirement, 
not just as a utility concern but something that public policy-- 


Mr. Haggerty: What leadership is there in this area? Ever 
municipality has a problem finding a new waste disposal site. Fhe have no 
place to go. St. Catharines is lucky-- 


Mr. Allan: As the chairman knows and as Mr. Ashe and all the former 
ministers know, there is probably one part of the whole of the Ontario 
government that is still plugging like hell for this and that is the Ministry 
of Energy. We are working with about 20 municipalities. 


Mr. Haggerty: You have the upfront money. 


Mr. Allan: We are finally going to get London. We have finished our 
deal. They will be breaking ground and we will have a major burning test 
facility in place in a couple of years. The technology will be tested and we 
will find out if there are any emission problems. As an alternative, it will 
be on the table. . Zoe! 


I would like to think that in looking at these things, mmicipalities 
will not just say, ‘Hydro, give me eight cents a kilowatt." They have to look 
at the tipping fee. They have to look at the choice for the municipality as 
well. We see it as one that has significant potential. It will decentralize 
and will diversify the fuel source. We will be doing some work on these 
elements. The minister has talked about small hydro, under 20 megawatts, with 
private people building and running that kind of generation. 


All these things are ways of being flexible in a fast-moving world, ways 
of having benchmarks that are external to the utility and ways in which the 
customer and the supplier are one and the same. When the same corporate 
executive talks to his utility manager, he does not worry too much about 
communication. If you are the chief executive officer and your steam plant 
goes down and your turbine is not working, you will find out what the hell the 
problem is awfully damned fast. 


We would like to think that down the road that option will be given 
intensive consideration because it has payoffs much beyond the utility itself. 
That is what we are seeking: payoffs that are broadly based across the whole 
economy in many many ways, not just optimizing the utilities’ approach to it. 


Mr. Charlton: There are a couple of issues I would like to deal 
with. I tend to agree with you that the ministry's role is to look much beyond 
electricity and to look at the whole energy sector. In your presentation now, 
you emphasized conservation as one of the aspects of that; that is not only 
electrical conservation, but conservation of other forms of energy as well. 
The minister in his presentation today, in the estimates in January, and even 
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last fall when he appeared before this committee, emphasized conservation in a 
vague but repeatedly significant way, just by its very repetition. 


In the testimony we had last week from Ontario Hydro, its staff openly 
admitted that it does not have the data it requires to assess adequately and 
thoroughly the real potential for conservation in Ontario. The same is true 
for the Ministry of Energy in terms of electrical energy and in terms Of al 
the other energy uses that go on in this province. We heard this morning about 
a number of studies the ministry has undertaken. Why do we not see a major, 
thorough study of energy end use in Ontario? 


12:30 p.m. 


Mr. Allan: I suppose there are two reasons. People are human beings. 
We really are trying to simulate and extrapolate how people are going to 
respond in the future. This thing comes inmediately to my mind. I listen to 
the same arguments, ''Give me all the data and I can crank them through and I 
will be confident.'' I think it is the other way around. You have to try 
something, have some confidence and have enough common sense about what you 
put on the table to see whether it will work, and you learn from it. 


We have probes that save gas in 30 grain elevators in this province. We 
are getting more uniform quality grain. If I had listened to all the people in 
the ministry or to people in agriculture, we would not have any. We have them. 
People do what other people do. It is word of mouth. They say: "Hey, that 
works. This thing is working out. I have tried it. It is going.’ 


Mr. Charlton: I understand that. 


Mr. Allan: How the heck are you going to anticipate how many people 
in the grain-drying business are going to spend $50,000, bang holes in their 
silos, put in probes and put in microprocessors? You have to have a little 
faith. You have to put it out so that an ordinary customer feels there is 
something there to respond to. I do not believe in all these abstract-- 


Mr. Charlton: I think all the members of this committee fully 
understand that. The bottom line, however, is developing test programs so you 
can put the stuff out there and market it. You have to know what is going on 
out there and you have to know where you can best influence the uses of energy 
in this province. The only way you can do that is by knowing in a factual, 
data-based way all the ways in which energy is being used and we do not now 
have that data. 


Mr. Allan: We do not if you mean you want a universe of: "Here are 
the 1,000 largest. Here are their load patterns. Here are their onsite 
alternatives." I totally agree. I do not think anybody does know. The ministry 
probably has the best models in the best sense for two reasons. First, these 
people get sent out on field trips on a pretty regular basis to smell it, 
touch it, feel it and talk to somebody, rather than to simulate it somewhere 
in a back room. Second, if you keep your eyes open and read what other people 
are doing, you can learn a hell of a lot without having all this stuff cranked 
out of a computer in some sense. There is an awful lot that the utility, the 
ministry and the government can learn from just looking at what other people 
have done. 


Mr. Charlton: Ontario Hydro has told us that it does not have the 
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data it needs to go beyond its present level of evaluation. It agrees that the 
potential for-- 


Mr. Allan: What is its end result? Its end result is to say it has 
629.3782 megawatts or something available from conservation in the next 10 
years. To me that has no bearing whatsoever. What percentage is available-- 


Mr. Charlton: We have the gross figures. We want the specifics. They 
are telling us-- 


Mr. Allan: I do not think gross figures done from that approach are 
worth a tinker’s dam. 


Mr. Charlton: I am not asking you about gross figures. I am asking 
you about the specifics of end uses in this province. Those are the data we do 
not have. 


Mr. Allan: The Ministry of Industry, Trade and Technology does not 
have a complete model on unemployment, on the number of robots or on the 
technological changes that are happening. Technology changes are moving so 
fast that you could do a snapshot instantly from Mars and pull these data out, 
and by the time you had processed all the data through this committee, they 
would have changed. 


Mr. Charlton: That is the whole point of an end-use study. Until we 
know what is out there, we cannot accurately use the technological changes 
that happen to decide what is most useful to do in energy conservation. 


. Mr. Allan: I guess not. To the extent to which we can get you or use 
the information we use-- i 
Mr. Charlton: What I am asking is, when are you going to get out and 

do the major end-use study in this province? 


Mr. Allan: By the time we were done on the scale you are talking 
about, it would be such an enormous job that the world would have changed and 
invalidated most of the results. If the price of gas drops a buck, 50 per cent 
of the work we would do over the next three years would not be worth anything. 
If the price of coal, which is being discounted now--what is really happening 
is everything is fluid. The people who make those capital decisions are the 
people who look at their utility bills, whether it is hydro, gas, coal or 
bunker. 


Mr. Haggerty: Here is what you should do when you look at the 
utility bill. You should say, "We can save five per cent by conservation." You 
take the average consumer cost of electricity and then you save five per cent. 
Then go in and take your shot-- 


Mr. Allan: We know what the big savings are. Industrial is number 
one. | 


Mr. Haggerty: That is right. You can do it that way. 


Mr. Snell: Mr. Allan, you made a comment that we should look at 
other jurisdictions and what they are doing, and I agree totally. Let us take 
a look at some evidence presented to the committee about expenditure levels 


N-46 


here on conservation. Is the ministry really putting its money where its mouth 
is when it says it is active in conservation? 


Mr. Allan: We are probably the last jurisdiction in Canada that is 
pushing it hard and keeping the spending. I have talked with the federal 
officials. Everybody else either is not in or has backed out. 


Mr. Snell: In several of the jurisdictions that witnesses referred a 
number of times in the last two weeks, they mentioned that they are spending 
up to three per cent of the revenue of the utility--Pacific Gas and Electric, 
Bonneville Power or even in New York--on conservation programs. 


If we took even two per cent of Ontario Hydro's revenue, that is 
somewhat more than $100 million. Yesterday we heard from a gentleman who 
talked about the hidden costs and subsidies behind the different options. 
Within conservation in 1984, federal, provincial and Ontario Hydro 
expenditures on conservation totalled $84 million, including programs that 
have since been cut, such as the Canada oil substitution program and the 
Canadian home insulation program. We know that Energuide is going and we all 
know what has happened to the residential energy advisory program. 


There are three jurisdictions added together that are spending $84 
million, which is still a pale comparison to what single utilities are doing 
on a percentage of the revenues. I wonder whether the ministry really is as 
active as it claims to be, whether it is that serious about demand-side 
options. 


Mr. Allan: I do not want to challenge any of the numbers. I tend to 
agree that Pacific Gas and Electric, some of the US utilities, spend a lot of 
money. I suppose that if you have rates that are 50 per cent higher, there is 
a modest propelling of human interest in not spending as much. 


The price system does work very effectively in the energy business. I 
can assure you that there, one would look at it, and as a utility, probably 


there has not been nearly as much attention as there might have been, because 
we are a relatively low-cost electricity supplier in North America. 


Mr. Snell: You agree this is an important thing that we would want 
to maintain in the long run, would you not? 


Mr. Allan: Yes, I agree. 

Mr. Snell: Okay. 

Mr. Charlton: (Inaudible) 50 per cent higher rates, and we want to 
prevent the things that have happened in places like California. I am thinking 


of some of the testimony-- 


Mr. Allan: But I would not equate dollars spent with results 
achieved. 


Mr. Snell: I agree totally. 
Mr. Allan: In fact, that can be the most fallacious argument of all. 
Mr. Snell: Okay. But then let us take demonstration. You mentioned 


that gathering end-use data may be insufficient itself, but you seemed to be 
advocating the value of demonstration projects, getting out there and running 
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a subdivision, doing an experiment here, doing another experiment in industry 
there and doing retrofits in another area. Some jurisdictions have up to 17 or 
20 of these demonstration projects going on, and that would seem to be another 
way we could do it. 


Mr. Allan: I agree with you. 


Mr. Snell: I want to ask you a more general question, though. 
Obviously, low rates are barriers to a lot of expenditure in the area of 
conservation, but if we take a very long-term perspective on the value of 
conservation, I think we will all agree that it is valuable to society. 


What barriers do you think now exist besides rates that the committee 
might be able to deal with and, one would hope, remove or alleviate, in order 
to help a little longer-term perspective on conservation and to establish what 
we have heard referred to as an infrastructure on the demand side that would 
help us, should rates take off again or should we be in a position to want to 
use more conservation than we are now, that we would be able to activate? As 
Mr. Charlton pointed out, there are some serious problems in data, but I 
wondered what barriers you saw from your point of view. 


Mr. Allan: Inertia is number one. I do not know. As I put in here, 
20 or 60 per cent of the electricity used in industries probably drives motors 
or pumps of different kinds. If you go in and just go through some of them, 
you will see that we are running motors in this province that are of 1920 
vintage. 


There is a capital investment factor here and there is an educational, 

_ technical expertise factor, which is why I am an advocate of sending Hydro out 
to pitch and sell something that is good for the company. It may end up in 
selling less electricity to a particular customer, but he will be a long-range 
customer, he will be a healthier competitor and he will sell more product. You 
go with the secondary effect as good for the utility. The primary effect is 
good for the customer. 


I think we need that whole approach of getting into the customer's 
situation and indicating to him that there are these kinds of motors today or 
metering and all that stuff. Those are the things that will make you turn out 
shoes or-- - 


12:40 p.m. 


Mr. Snell: I infer from that, then, that the statutory framework is 
a limitation, because Hydro cannot currently do that. 


Mr. Allan: I do not understand your reasoning there. If you have a 
lot of employees and if you are in the business of providing electricity, 
technical advice--to me it is no different to put a hundred guys out calling 
on companies than it is to put them into any other thing. That is certainly 
within the mandate of the executives and the authority of Hydro, as far as I 
am concerned. I do not know of any inhibition to prevent that. You can take 
them out of what they are doing now and put them into that and you are not 
going to cost the consumers any more. You are paying them the same bucks; you 
just give them a different assignment. 


Mr. Charlton: As a supplementary on that statutory question, you may 
be right that it is all right for Hydro to send technical experts out there to 
inform and to assist, but we heard from your ministry's staff earlier, when 
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they were talking about the statutory obligations and restrictions, that if 
the ministry or Hydro designs conservation programs, there is no statutory way 
currently for anybody to force the public utility commissions to participate. 


Mr. Allan: That is true. 


Mr. Charlton: All right. What kinds of things do we have to look at | 
to get over those hurdles so we can at least maximize the effect of what we do 
try: 


Mr. Allan: I suspect that if Hydro is benefiting some people such as 
the Toronto customers, the progressive PUCs would pick it up very quickly. 


Mr. Charlton: We want them all to pick them up, not just the 
progressive PUCs. 


Mr. Allan: I am sure you want them all to pick it up, but these 
things build upon themselves. I would be surprised if PUCs did not see that 
this was a valid part of their business enterprise. 


Mr. Snell: Only 18 out of 320 took up REAP. 


Mr. Allan: I understand that, but I do not think there has been a conce 
ntrated will to tackle it anywhere in the electricity matrix. 


Mr. Snell: Is that political will or corporate will? 


Mr. Allan: It is not a natural thing to do, given the present 
situation. It is an unnatural thing you are asking these people to do. Their 
business is to generate, distribute and sell electricity. I am suggesting to 
you that for the 20 years out it seems quite unnatural to go in and advise 
people how to buy less. It really is something that requires a-- 


Mr. Haggerty: Their advertisements, too, are not to conserve energy 
but to go out and buy more electricity. 


Mr. Charlton: But it is natural in public institutions to obey the 
law. What do we have to do statutorily? 


Mr. Allan: First of all, concerning public attitudes, all of us 
agree that legislators, Hydro and everybody are not somehow going to try to 
change people's lifestyles fundamentally, except in ways in which they can see 
themselves, either individually or as a community, benefiting in the long 
term. We are not going to bludgeon these people in some kind of police state 
where we will force them to do things that are unnatural. That is eight 
million people. 


Mr. Charlton: Let us talk about how we make a public institution 
responsive, though. 


Mr. Allan: You keep at it. This committee has an enormous influence, 
I suspect. It could have enormous influence on the outcome here. 


Mr. Snell: I have to stop you here. Just think of it: a three-year 
program, $3 million. They are taking a look at demand and supply options. It 
became clear from the preceding remarks from officials in your ministry that 
they are doing independent study, but they are not involved in the planning 
aspects of phase 2, where they are integrating packages of options right now 








N-49 


and incorporating social goals into that with 12 days of hearings and with a 
staff of two or three people. 


We keep hearing from every representative who has come up from the 
ministry how important the role is that we are playing. Is this an effective 
way to keep monitoring Ontario Hydro, and especially the importance of its 
planning process right now with this demand and supply options study? We have 
10 people in the Ministry of Energy on a full-time basis. 


Mr. Allan: I do not think I accept that 10 people cannot outcompete 
1,000. To me it is not whether you have an army or a smaller army at all. It 
is a simple matter that this thing is so complex, and if you keep studying it-- 


Mr. Snell: Agreed. 


Mr. Allan: This study-up mentality. For Christ's sake, we could be 
doing this five years from now. 


Mr. Snell: Agreed. Now let us go back to your comments on energy 
policy. If the 10 people are effective and if they are setting energy policy, 
then 1 gather you agree with the comments of the chairman of Hydro, who thinks 
that increasing electricity intensity would be a good thing for the province. 
That it is a statement of energy policy; it is a statement of industrial 
policy, and I put to you that-- 


Mr. Allan: I think the chairman was indicating that there is a 
correlation. Over time, if there are real and valid underlying forces that are 
driving us to needing more electricity, it will unquestionably, in my mind, 
signal that we have a healthy economy, a growing economy, which is clearly a 
paramount objective. We are not in the business of trying to freeze-frame the 
world in atrophy. We are still in the business of growth and income generation 
and wealth generation in this province, fundamentally. The electricity part of 
it is very secondary, but it is inherently connected in the sense that the 
technology is driving towards an electric-type shift in the demand curve. 


Mr. Snell: Is there a greater shift towards electrotechnologies than 
towards the demand side that we have been hearing about? 


Mr. Allan: It is not a matter of hearing anything. We have spent a 
lot of time on this and we have projected out to the year 2000. We have made 
submissions all over this country indicating that even if there were no growth 
in energy use to the year 2000, electricity would command a larger share of 
the market. We believe that, no matter what we do, it is inevitable. That is 
the nature of the technological change that is going on. 


Mr. Snell: So you do not think there should be a stronger policy arm 
outside Ontario Hydro doing a little more monitoring of demand-side programs 
of energy involved in the environment within which Hydro fits. 


Mr. Allan: I do not see any demand-side programs. I have been 
advocating that we should have some. You will find a lot of responses and you 
will learn from your mistakes and so on, but you have to have the commitment 
and the will to do them. If you start demand-side programs even when they are 
called uneconomic and unnatural, they have their impact in a cumulative sense. 


Mr. Snell: In the long term. 


Mr. Allan: Yes. I know the ministry spends about $1 million with a 
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dragon and a morality play. We go all over to the kids in the schoolrooms of 
this province. Those kids are six to nine years old, and we are selling 
conservation to them as an ethic. Surprisingly, it starts to catch on. Their 
parents tend to understand what they are saying, and at that age the children 
understand it implicitly as a social value. That is an enormous investment in 
the curriculum of our elementary schools. That is what we are really investing 
in. It will pay off 15 or 20 years from now when they get married, establish 
households and start buying appliances. 


Mr. Snell: One final question: Do you think the major vehicle or 
driver behind the increased demand-side activities that you seem to be 
advocating should be the utility or the ministry? 


Mr. Allan: The ministry has the responsibility of pitching the 
conservation and doing the demonstrations, having technical assistance, doing 
all that stuff, in the most general way. The utility has a narrower role 
focused on electricity and on its best shots. Clearly, in my view, the best 
shots are industry first and commercial-industrial enterprises second. If they 
are going to do something with that broad base of eight million people, 1 
suspect the best thing they can do is load shifting. 


Mr. Snell: Thank you, Mr. Allan. 

Mr. Chairman: Are there any more questions, members of the 
committee? Thank you, Mr. Allan and Mr. Dominy. The committee stands adjourned 
until 2:15 p.m. 


The committee recessed at 12:49 pm. 
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ELECTRICITY DEMAND AND SUPPLY 
(cont inued ) 


Mr. Chairman: The committee will come to order, please. We have Mr. 
Wellingnotf appearing before us this afternoon. 


NEVADA'S OFFICE OF CONSUMER ADVOCATE 


mc. Wellinghoff: My name is Jon Wellinghoff and I am consumer 
advocate tor the state of Nevada. I apologize that I do not have a written 
presentation for the committee other than an article I wrote that appeared in 
tne August 38, 1Y¥85, Public Utilities Fortnightly. I believe you will later be 
given a copy of this article, which is entitled The Model for Statewide 
Integrated Utility kesource Planning. The article will form the basis of my 
presentation here today, and I will also try to update some of the information 
in tne article. 


Prior to going into it, however, I should give you a little background 
on wno [ am and the context 1 come from, to give you an idea of why I am here. 
As I indicated, I am the consumer advocate for the state of Nevada. That is a 
state governmental position, appointed by the attorney general in the state of 
Nevada. Ine function of my office is to represent ratepayers, consumers of 
utility companies, pefore tne Nevada Public Service Commission. The commission 
is the regulatory body, the authority in Nevada which regulates the 
investor-owned utilities in the states. It regulates only investor-owned 
utilities. Our major utilities are investor-owned, and the subject of my 
discussion today will be the electric utilities. 


We have two major electric utilities, one in Keno and one in Las Vegas. 
Tne Keno utility is the Sierra Pacific Power Co., a utility of about /00 
megawatts peak power in tne wintertime. In Las Vegas, the utility is Nevada 
Power Co. with about 1,400 to 1,500 megawatts peak power. They are relatively 
sinalt in comparison to Untario Hydro, which I understand is about 20,000 
megawatts. Tnere is quite a difference in size. 


VYur office is responsible for representing ratepayers before the Nevada 
Public Service Comnission. In doing that representation, we are there for the 
commission wnen a utility company asks tor increased rates. Those increased 
rates cannot be put into effect unless tne public service commission approves 
toen. Tne comnission acts much as a judge in that situation. Our office is 
there much as an attorney on one side to represent the public in the public 
case. Tne utilities on the other side make their case to the public service 
comnission, and the commission then makes an ultimate decision. 


Uur office was created in 1981 to represent the interest of the public. 
starting out in that office, I nit the ground running initially with rate 
cases. Atter a few of these were done, we were somewhat successful but I saw 
more on the norizon. I realized it was necessary to look beyond the brushfire 
situation, beyond the day-to-day situation of utilities constantly applying 
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tor new rates. We had a situation in Nevada during the early 1980s in which 
utilities had to build new plants, increase the cost of fuel and put ina lot 
more capital expansion because of the oil crisis in the mid-1¥/0s and because 
Nevada was gZrowing very quickly. 


As a result, we had a lot of additional plant that was being put into 
rate pase by those utilities, and those increased rate base amounts were 
Causing rates to skyrocket in Nevada. We had rates that were going up in the 
neignbournood of 20 to 30 per cent per year. We really did not see an end to 
date 


Aside from doing all we could in rate cases, our response was to draft 
the Utility Resource Planning Act, tne SBl6l1, at the 1983 session of the 
Legislature. That act is the subject of the paper I mentioned before. It nas 
five parts. First, it requires utilities in the state of Nevada to forecast 
tneir future demands; then it requires an assessment of demand options, that 
is conservation and load inanagement potential, assessment of supply options, 
tne integration of demand and supply and a two-year implementation plan. 


In more detail, this is what utilities were asked to do under the act 
tnat was passed in 1983. In load forecasting, it requires a 20-year forecast 
of future demand and a 10-year record of historical demand. It also requires 
tne development of a plausiple range of forecasts, that is a nigh, a medium 
and a low forecast, witn the medium one representing the utilities' estimate 
ot that most Likely to occur in a future time. 


It also requires the utilization ot end-use methodology in forecasting. 
[nis is very important. Under tne act and, more important, under some 
regulations that were enacted to implement it, utilities in the state of 
Nevada are very specifically required to use end-use forecasting. I was here 
tnis morning and heard quite a bit of discusion about the value and use of 
end-use data. In Nevada, under the act and subsequent regulations, we 
determined that, to ensure we are adequately planning for the future, we have 
to have as accurate a picture of the future as possible. 


In doing that, we looked at what was being done in other areas. We 
Looked at the Bonneville Administration and California and determined that in 
tnose areas they had believed end-use forecasting was the most accurate way to 
determine what was going on in the service areas in the uses of electricity 
that were driving tne peak and the uses that were requiring the utility 
company to build tnat next increment of plant. 


Witnout those kind of data, we felt two things would be impossible: it 
would pe impossible to accurately forecast future demand and impossible to 
adequately determine what end uses needed to be focused on for demand-side 
planning, energy conservation and load management. You cannot do adequate 
demand-side planning without a handle on what is happening with your end uses. 
Tnat was specified not in the law itself but in the regulations that were 
enacted pursuant to the Law we had passed in 1983. 


In addition to load forecasting, the law and the regulations require 
consideration of conservation and load management. That requires that 
price-induced demand reductions and reductions in demand from the continuation 
of current utility-sponsored and government-sponsored programs be explicitly 
accounted for in a demand forecast. 


It also requires that energy and demand savings through new 
utility-sponsored conservation and load management programs be evaluated on 
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three levels: the base case, the technically feasible case and the 
cost-effective case. 


Finally, it requires that design of an implementation plan for select 
cost-effective conservation and load inanagenent measures be put into the plan. 
[nat is wnat it required on the conservation and load management side. 


un the supply side, there was a requirement for the consideration of 
Supply-Side options. They required that a wide range of resources available to 
meet future supply needs be evaluated, including utilization and optimization 
of existing supply resources, power pooling, power purchases, exchanges of 
power and also alternative fuels, renewables such as solar, wind and 
geotnermal. 


On the supply side, the law and the regulations required that the 
utility cover the whole waterfront, look at what was out there, not only what 
it could build conventionally in its service territory but also what it could 
purchase and some of the more exotic things that might be coming on line in 
tne future that would affect this 20-year plan. 


Tne plan also required the minimization of the present worth of future 
revenue requirements. Tnat is tne basic tenent of the Nevada program. We do 
not look strictly at environmental, societal or social concerns; the driving 
force and concern of the least-cost plan in Nevada is the minimization of the 
present worth of revenue requirements over time. 


Wonat is set as a goal for the utilities and what they have to strive 
towards and prove to our public service comission, in essence, is that their 
2ZU-year plan is going to be the least expensive thing for them to do to 
provide reliable energy resources to their constituents, the ratepayers in 
their service area: that it is the least expensive over time in total costs, 
not the cheapest rate at the end of tnat time but the lowest bill these 
utility consumers could pay over time, given a different mix of options and 
resources. 


2:30 p.m. 


The mix of resources includes all I have indicated on both the demand 
and the supply sides. In doing this, the utilization of minimizing the current 
worth of revenue requirements requires that a set of models or methods be used 
in the analysis. These include a screen model, a production costing and 
reliapility model, an engineering and economics model, a risk analysis model, 
a corporate financial model and a model for integrating in tne demand and the 
supply side. 


We are concerned here not only with the minimization of revenue 
requirements over time for the customers of the utility but also with the 
financial health of that utility. We do not want to minimize revenue 
requirements out bankrupt the utility. That is not our goal. We look very 
caretully not only at the minimization of those revenue requirements but also 
at wnat is going to happen to the profits of the utility. These are 
investor-owned utilities in the state of Nevada, and we have to secure that 
profit level to ensure their bond ratings are adequate and their borrowing 
ability is adequate to be able to go out and seek the capital necessary to 
expand. 


From our analysis, Nevada probably is one of the fastest if not the 
fastest zrowing area in the United States. I believe the Las Vegas area where 
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Nevada Power is located is the fastest growing area in the country at this 
tine. 


Mr. Snell: What is the growth rate in the Las Vegas area? 
Mr. Asne: Money or the people? 


Mr. sneli: I mean in electricity; I am sorry. 


Mc. Wellingnoff: Tne projected growth rate for Las Vegas right now, 
under the newest plan that Nevada Power is going to do--We just got through 
with a Load forecasting workshop last week and their planners, using end-use 
techniques, which we think are the pest techniques for load forecasting, 
determined that over a 20-year planning period tne Las Vegas area will grow in 
peak load by about 2.0 per cent per year. That is a very fast rate compared to 
tne rest of the United States, from my knowledge of what is happening tnere. 


We Delieve tne 2.6 per cent rate probably is a little too high, and we 
are arguing with them about it right now. This is a process that goes on, and 
{ wil explain in more detail. The utility failed in its load forecast to 
consider any increases in the efficiency of appliances over time in their 
20-year torecast. Appliances are going to get more efficient over time, and if 
they roll that into the forecast, I am sure it will reduce it below the 2.6 
per cent tney nave forecasted right now. 


Mr. Snell: what would be-the equivalent of what we call gross 
provincial product mere, and ona national scale, gross national product? What 
would be the increase in output in a place such as Las Vegas compared to the 
2.6 per cent growth in peak denand? © 





Mr. Wellinghoff: I do not have those figures for you. Primarily, the 
output would be in the service industries. Las Vegas is primarily a 
service-industry economy, but we do not have many services there. We do not 
nave the data Localized for Las Vegas, and I cannot give you them. Actually, 
we are trying to work on some of those data rignt now. I have an economist in 
my office who is trying to do that. 


Beyond the considerations of the supply and demand sides, the next part 
of the plan that is required in the regulations in the general order is the 
integration of demand and supply. It requires integration of the conservation 
and load forecast options on the demand side with the resource options. on the 
supply side to derive the least-cost plan. Once the utility has analysed its 
options on botn sides, it must put them together in a way that shows the 
cneapest things to do, the least-cost things to do, and puts them into a total 
package to present to the public service commission. 


The next item is tne sensitivity and risk assessment. Here we require 
sensitivity analyses and risk analyses for the assessment of all major 
assumptions and estimates used in the plans, both on the demand side and the 
supply side, to determine where the risks are of putting these demand-side 
options into effect, what can we expect from these demand-side options and 
also from the supply-side options. 


Finally, the Last part of the planning process as it relates to the 
utilities’ requirements, is a two-year action plan. Procedurally, the way this 
process works is that the utilities must develop their plan every two years. 
Every two years that plan has to be submitted to the public service commission. 
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Tne comnission is then given a three-month period during which it 
analyses the plan, reviews it and determines its adequacy. Hearings are held 
and all other parties, including my office, participate in tnose hearings, 
Zive a critique of the plan and present our own expert witnesses and 
consultants with respect to the plan. At the end of those hearings the 
conaission determines wnetner it is going to accept or reject the plan. 


As part of the process, tne plan shows what the utilities intend to do 
Over a 20-year planning period. In addition, it shows the actions they have to 
take in tne two-year planning period between the time the last plan was filed 
and the time the next plan wiil be filed. 


Mr. Snell: Are all the steps you have described required by law? Are 
you saying they are legislated? 


mr. Wellinghotf: Yes. They are either required by the legislation or 
the regulations enacted pursuant to the legislation. Most of the procedural 
steps I have outlined for you are required by the legislation. The specifics, 
such as end-use forecasting, etc., are required py the regulations. 


Mr. omeli: It sounds very extensive. We had a presentation yesterday 


that described the Nevada legislation as the most prescriptive in the country. 
Is that a fair statement? 


wir. Wellinghott: It is all in tne eye of the beholder. The law is a 
page and a halt long; it is not very long. As for specifications in the Law 
procedurally, it is prescriptive in the sense that it says the utilities have 
to tile a plan every two years. ‘Ine plan broadly must contain a 20-year load 
forecast, a two-year action plan and a resource plan that integrates demand 
and supply-side options together. It says in the law that the public service 
comaission must review the plan in a certain prescribed time. Those items are 
all prescriptive in the legislation. 


It is very simple from tne standpoint that it is very clear and easy to 
read. we have never had any interpretation problens with respect to what the 
law meant or required the utilities to do. It is prescriptive, but it is 
simple enougn for the utilities to follow and easy enough for them to be able 
to comply witn the Law without any serious problems of noncompliance. 


As I indicated, the last area the utilities have to provide in this plan 
is a two-year action plan that tells what tne utilities are going to do in an 
interim two-year period. This is a very important part of the law. The 
two-year action plan shows what actions the utility must take before it comes 
up tor review the next time. Those actions often evolve and contain a number 
ot denand-side measures. There night pe a number otf demand-side pilot 
programs, energy conservation and load management programs that are going to 
De engaged in during that two-year period. 


Tnere are also a number of very specific actions they might have to 
take. For example, to put in a new power plant or a new transmission line 
under Nevada Law, not only do we have the resource planning process, but also 
at any time a utility wants to construct a new power line or power plant, it 
must cone in for a permit. That permit must be approved by the public service 
commission, but the permit cannot be granted unless the transmission Line or 
power plant is part of a previously approved resource plan. Therefore, in the 
resource plan, we get an opportunity to look at what the utility is going to 
do. 
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Tne utility will tell us whetner it is going to come in for a permit for 
a transmission line or power plant and whether it is going to do a certain 
demand-side program and now tnat is going to be carried out in tnis two-year 
action period. Requiring tnis two-year action period and plan keeps the 
utilities on track and makes sure that, in the microsense, over the two-year 
period, they are carrying out wnat will ultimately lead them to the least-cost 
plan in the 20-year period. 


To carry out tnis whole overall planning process, there are five 


conceptual parts to it that are contained in my paper. I would like to go over 
them briefly. 


The first part is planning process integration. One thing I want to 
emphasize very strongly here is tnat I am only speaking for Nevada and I am 
not speaking officially on behaLtt of the state. I was invited to testify 
betore this committee, but I do not portend to be able to tell you and Canada 
anything about how you should run your governmental affairs here. I am only 
indicating wnat has worked for us in Nevada. It may or may not work well here. 
I know you have a very different situation with a public utility rather than a 
privately owned one. You have a much Larger utility and a very different 
structure of government. 


In Nevada, we believe an integrated planning process is essential. We 
have what amounts to one agency, the Public Service Commission, that has 
complete authority and control over the process. If we did not have that 
situation, it would be much more difficult. Let me give you an example of 
wnere it is much more difficult and, because of the difficulties, there have 
been instances where the planning process has suffered. 


2:40 p.in. 


There is tne California Public Utilities Commission and the California 
Energy Comnission. They nave separate responsibilities and separate duties 
with respect to the overall planning process of utilities in California. 
because neitner entity has complete control and authority, the planning 
process nas been split. They have suffered because of it; they have had a lot 
of problems there. | 


Some of you may have read about the problems with respect to buying too 
much cogeneration and with solar fraud. On the initiative of the California 
Puolic Utilities Commission rebates were given for solar systems by California 
public utility companies and because of the level of the rebates, the lack of 
cnecking and other tnings, solar systems have been installed fraudulently. 
Tney are oversized, do not work and are a waste of the ratepayers' money. 


In Nevada we Like to look at California's mistakes and Learn from them. 
We try to do that so we do not replicate them. The point I am making is that 
we try to integrate the planning process in Nevada under one entity, the 
Nevada Public Service Commission. 


The second part is that we need to have sufficient methodological 
Specification. It 1s important when you sit down with the utilities that you 
are all on the same playing field and talking about the same thing. You do not 
nave one utility doing econometric load forecasting, another doing end-use 
forecasting and different people using different methods and models. 


In general, we specify generically. We do not specify brand names of 
sottware, but we specify generically the kinds of models that are to be used 
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tor load forecasting, for demand-side analysis, for supply-side analysis, for 
tne production-costing simulation runs, for the sensitivity analyses and for 
the financial models. That kind of specificity is necessary in a generic 
sense, So people know what is expected of them. The utilities, therefore, know 
wnat is expected of them in Nevada. That is another necessary requirement. 


The third part is that we require implementation. There has to be some 
method by which the utilities nave to see that there is going to be a 
continual review of tne implementation process. I talked about the two-year 
action plan, under whicn the utilities know that what they do in the two-year 
period will pe reviewed two years later, to see wnether they lived up to what 
they said they were going to do on the demand side and whether they did the 
planning they were going to do on the supply side. Have these things been 
adequately integrated together in a two-year time frame to ensure that 
implenentation will carry out over the 20-year time frame? You must have the 
required implementation. 


tne fourtn part is that the utilities are responsible for the plan 
creation. This is essential. Utilities that have to implement the plan have to 
be respousible for putting it together. Again, I can point to the experience 
in California as one we used as something we did not want to copy. The 
California Energy Comnission does its own load forecast for the state, whereas 
tne utilities do separate load forecasts. We did not want to see a situation 
in Nevada wnere we nad dual load forecasts. We did not think tnat was 
appropriate, because it was a waste of funds. It was a situation that would 
dray out hearings for montns and never getting us anywhere. 


Wnat we did was to give the utility tne responsibility for creating the 
plan, tne forecast and tne integration of both the demand and supply sides in 
tne plan. If tne utilities have that responsibility, then the Public. Service 
Comnission staff, our office and consumers can come in and critique and 
analyse that, tweak it here and there and say, "Maybe you should have done 
this insteaa of that.'' Ultimately, the utilities are tne ones that have to 
live with it because tney have to carry it out. Their personnel will put it 
into efrect. We think tne utilities' responsibility for planned creation is 
essential. . 


The fifth part of this framework in Nevada that we set up is plan 
entorcement. There has to be some way to ensure that the plan is implemented 
and can be enforced. The enforcement hook we have in Nevada is what I 
mentioned before. Wnen utilities want to build a new power plant or a new 
transmission Line they have to get a permit. The only way to get a permit is 
to ensure that the power Line or power plant was in a previously approved 
plan, so the plan can be enforced. 


The utilities cannot move ahead on a major supply-side project without 
plan approval, wnich is tne enforcement mechanism. They could move ahead but 
it would be at their shareholders' risk. Very few utilities are willing to 
move anead at snareholders' risk these days. They are very careful to ensure 
they nave approved plans that nave these resources contained in them and, 
therefore, tnose plans are the ones tnat are going to be ultimately approved 
into rates later. Utilities are concerned about getting their rates recovered. 


Tnose are the five aspects of tne utility resource planning process. I 
would Like to spend five minutes going into detail about how this process has 
worked in Nevada. Then I would Like to give you an opportunity to ask any 
questions you may have about how the metaprocess has worked. As I indicated, 
tne Law went into effect in 1983. Utilities in the state of Nevada were 
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required to file their first plans on July 1, 1984. They were given one year 
from tne time the law went into effect to file those first plans, and it was 
quite nectic. 


We allowed for quite a few exemptions to the plans as far as complying 
witn certain aspects of the regulations was concerned. Nevertheless, we got 
tne plans filed and before tne Puplic Service Commission within a year. We had 
nearings on those plans. Uur office critiqued the plans and we brought in 
outside consultants. My office's budget is paid for through utility rates. 
fnere is a mill tax on all utility rates, and my entire office's budget is 
paiu for tnrougn that mill tax. 


Tne whole budget of my office is about $700,000, as part of which I have 
a $200,U0U budget devoted to outside consultants. Resource planning takes 
about a tnird to a half of my consulting budget, and about a quarter to a 
tnird of my starf time. I have eight people on my staff right now. I have an 
economist wno does utility resource planning almost full-time. I am an 
attorney and I work on utility resource planning for about one quarter of my 
cime, so it is about a fourtn or a third of my total staff time. 


the two major utilities in Nevada, Nevada Power and Sierra Pacific, 
riled plans. After tnose plans were reviewed and critiqued, the Public Service 
Comnission issued an order and the commission approved both plans with 
exceptions and with directions to the utilities to do certain things to 
improve those plans. Uver the two-year period from 1984 to 1986, the utilities 
nave made improvements. 


In addition, something has evolved out of this planning process that is 
not in tne law and not in the regulations, put is very noteworthy and should 
be mentioned. After the Public Service Commission came out with its orders, 
around November 1984 the utilities decided--it was not only the utilities' 
decision; it was our decision as well and also the decision of the PUC staff 
--that instead of fighting about these plans before hearings of the Public 
Service Commission and instead of doing the major work at hearings before the 
PUC every two years and having three or four weeks of nearings, we could nave 
worksnops once a month over the two-year period to work out our differences on 
tnese plans. Tnat is what nas evolved. 


tvery month, a menber of my staff, a number of the individuals from the 
utility companies, a number of individuals from the Nevada PUC staff and other 
interested parties, wnether they be consumers, consultants or any other 
individuals, meet in a workshop torum once a month to discuss issues related 
to the next utility resource plan filing. We are going to have a plan filing 
in July 19860 from our two major utilities. I anticipate that plan filing will 
be stipulated, and all parties will agree on what is finally contained in the 
plan because of the workshops that have taken place over the last 15 months or 
so since Noveinber 1984. 


In each workshop, we discuss the issues such as load forecasting, the 
proper methodologies to be used in load forecasting, demand-side measures, the 
various pilot programs the utilities should go into, the most appropriate and 
tne best programs for tneir service territory, now they can save the most 
energy, tne most cost-effective supply-side measures, the next power plant 
tney want to put on line, how big it is, how much it is going to cost and how 
it relates to and integrates with the demand-side measures. We discuss these 
things in workshops in a nonadversarial atmosphere in such a way that we can 
all agree upon these things, rather than fight about them at a hearing. 
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mr. Onell: 1 am not sure if you mentioned who all participate in the 
workshops, aside from tne utilities. Do you represent the interests of the 
public through your office or are other interest groups allowed into these 
WOrksnops? 


mr. Wellinghoff: Our office represents the interests of the public 
or the consumers. { have a staff:and I bring my staff economist or a staff 
accountant. We hire consultants who assist us as well, people who have 
expertise in load forecasting and otner areas. 


2:50 paul. 


Aside froma my office, no other members of the public are excluded from 
tnese workshops. In the past, the workshops have had various consumer group 
representatives from Las Vegas, for example. There are a number of consumer 
groups in Las Vegas that represent utility consumers, and they participated in 
the workshops. A number of third-party energy service contractors participated 
in these worksnops and a number of equipment dealers participated in the Las 
Vegas worxsnops. People who are interested in the demand-side measures and the 
various conservation measures have all participated in the workshops. The 
workshops are open. 


Mr. Snell: When you call it a workshop, I gather it is quite 
structured in what you are dealing with. I am thinking about some material 
tnat tne staff has reviewed here from the Northwest about how extensive its 
public consultation program is, with town nall meetings virtually all year 
long. How does the workshop compare to this? Is it at all similar to going and 
getting the views of the public or is it completely different? Is it more 
proplem solving? 


mr. Wellingnoff: Tne workshops are very problem-oriented. I have 
provided you with a copy of one workshop's minutes which you may want to 
distribute to the comnittee later. There is an agenda at the workshops set by 
tne utility. Ihe utility designates someone to be in charge of the resource 
planning. TInat designated individual sets the agenda for the workshops, which 
deal witn the issues, tne specific component parts of the resource plan and 
tne two-year action plan that must be filed by the utility in July of the next 
even year. nose workshops are very specifically structured to deal with tne 
individual items tne utility must address in its next filing before the Public 
Service Commission. 


From tnat standpoint, workshops are structured on whether they are going 
to deal at any one time with load forecasting, demand-side planning or 
supply-side planning. Different topics will come up at different times, 
depending on tne agenda. It is not a process of simply going out and getting 
pupLic comment. It is an ongoing process but a very structured one that leads 
to an eventual consensus process on wnat the final plan will be. 


Although I want to emphasize that we do not agree on everything--there 
are plenty of times when our office and the utility companies disagree--at 
iteast in the workshop process we can say to each other: ''We agree to disagree 
on this issue, so we will bring the issue to a nearing before the Public 
service Commission. Let us mark that one up on the board over there and go 
pack and see what we can agree to over here." We do tnat on a continuing basis. 


Mr. onell: Wnat is the atmosphere in the workshops like? 


Mc. Wellinghoft: It has gone all the way from very friendly to very 
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acrimonious. It depends. There are times when we have had some very heated 
discussions about, for example, various demand-side measures. We nad such 
neated discussions with one utility--I will not mention which of the two--on 
demand-side measures that we had to go an interim hearing. 


At that interim hearing the Public Service Commission made specific 
orders. The utility had to carry out these orders whicn included changing its 
demand-side program completely. At the utility's own volition, it also changed 
tne manager of its conservation and load management division. They moved him 
somewnere else in the utility and got somebody else in to do the conservation 
and Load management section. 


Sometimes the workshops are very heated and sometimes they are very 
triendly. 


Mr. Soeli: Are the utilities, in retrospect, glad that this kind of 
structure has been put in place and happy to see the workshops? I nave talked 
to individuals in other jurisdictions who have said: "We resisted the 
legislation very strongly. We resisted the push towards demand side, but 
looking back, we are very glad it happened.'' What is the attitude of the 
utilities witn respect to your otfice and the workshops? 


Mr. wellinghoff: It is funny. When I first proposed the legislation, 
the utilities in our state all said, "We are all doing least-cost planning." I 
said: "Fine, you will not be bothered by this legislation. We will put into 
legislation wnat you are already doing." They seemed to accept that, but they 


now believe we had some different concepts of what least-cost planning was. 


Generally, tne utilities are glad because they believe they are a lot 
tess at risk now than they were in the past. In the rate-making process ‘with 
an investor-owned utility, they are very concerned about actually being able 
to get certain plant items into the rate base. If you have a piece of plant 
and if our office comes in and argues that you overbuilt and that plant should 
not be put into rate base, you will be very much at jeopardy about whether you 
are going to recover your costs in that plant and make a profit on it. 


Un the other hand, in the resource planning process, if our office and 
tne Puc staff is in on that plant decision from the very beginning, back 
petore they even decided to go for a permit on that plant, my office cannot 
chalienge it ten years down the road and say, "You really did not need that 
plant, so we are not paying for it.'' There is less risk to the stockholders of 
tne utility. Inere is more risk put on the ratepayers, but it makes sure I do 
my job and do it to the extent that I can assure the ratepayers that this 
really is a least-cost plan for the future. It puts more responsibility on the 
governmental entity and it takes some responsibility off the utility. 


I nave no otmer comments to make on least-cost planning data, but I will 
pe glad to answer any questions anybody may have. i 


The Vice-Chairman: I have a list here. Before I call on Mr. Brandt, 
who is first on the List, will you answer a question for me? I am trying to 
put tne Vegas utility into context. Do you recall roughly how much its 
services derived from the Boulder Dam? 


mr. Wellinghoft: About 10 per cent. 


Mr. Brandt: Maybe I could supplement that question because it was 
one of tne ones I had on my list. What is the mix of power in Nevada? 


N-1L1 


me. Wellingnotf: Primarily coal-fired generation. Both the north and 
south utilities are now using coal. The northern utility used oil and gas up 
until apout 197¥ wnen it switcned over to coal. Now it has put on two large 
coal plants wnich caused our rates to go up tremendously. It is now primarily 
on coal. The average residential rate in northern Nevada is 8.5 cents per 
kiLowatt-hour. The average residential rate in southern Nevada in Las Vegas is 
very Low, about five cents a kilowatt-hour. 


Mr. Hagzerty: Is there a split rate on consumer bills? 


Mr. Weliingnorft: No. 
Mr. Hagzerty: You said five and eight. 


mr. Wellingnoff: Tnere are two different utilities 500 miles apart. 
The southern Nevada utility in Las Vegas charges about five cents a 
kilowatt-hour to residentials. The northern Nevada utility, which is a 
completely different system--they are not even interconnected, they are so far 
apart--is about eight cents a kilowatt-hour. 


Mr. Brandt: One barometer in determining tne effectiveness of the 
runction you perform in Nevada would be a comparison of rates with another 
jurisdiction. What do your rates look like in comparison with California, 
wnicn nas had a different set of proplems? 


mr. Wellingnott: Rates in Las Vegas are mucn lower than California. 
Rates in northern Nevada, the Reno area, are about the same as California as 
far as PG & E is concerned. I am not sure that comparison helps, but that is 
wnere we cone out. 


Mr. Brandt: Do they have a similar method of power generation in 
terms of using coal as the prime source? 


mr. Wellinghoff: Not particularly. California has much more of a mix 
oft power. It has some coal in some of the larger plants it owns in the 
southwest area. In fact, one of the Nevada plants that just blew up last year 
is Largely owned by Soutnern California Edison, which is a coal plant. 


They nave nuclear plants in California, but we do not have them in 
Nevada. They also nave more oil and gas generation in California. They have 
quite a bit of hydro they get out of the northwest through the northwest 
intertie which comes down the Pacific coast. There is also an intertie that 
goes right tnrough Nevada that we take no power off at all. It goes right to 
southern California and transmits quite a bit of hydro power as well. 


California nas more of a mix of power. We are more dependent upon coal, 
althougn in northern Nevada we do get some hydro from the northwest on some 
Lines we have up to Oregon and Washington. 


Mr. Hazzerty: Is coal supplied in Nevada? 


Mr. Wellinghoff: We get the coal primarily from Utah. There is quite 
a pit of coal in Utah. 


mr. Brandt: I wanted to pursue the question of your planning 
process. pees one of the factors you have to look at is the length of 
time it takes to bring new power generation on stream. Do you have a Ligure 


you use with respect to predicting when you are going to require additional 
power for your state? 
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vir. Weilingnotf: Tne utilities vary in nortn and south, so I have to 
talk about the northern utility and tne southern utility. In southern Nevada, 
Nevada Power is proposing to purchase 100 megawatts from Utah in 1988, two 
years from now. Wnether it is actually needed at that time will be a subject 


ot review in this resource planning process we are doing. Beyond that, I am 
not sure wnat the next power plant is projected for in southern Nevada. 
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I do not believe northern Nevada has any power plants projected prior to 
1995. If there are any, they will be small geothermal plants in the 50 
megawatt range. We have quite a bit of geothermal resource in Nevada that is 
being explored rigat now. There are tnree demonstration pilot geotnermal 
plants that are being put on line in nortnern Nevada. It is assumed those 
plants could compete with a coal plant and probably will be the supply 
resource Of cnoice for the future for northern Nevada. 


mr. Brandt: How does that sit opposite your earlier remarks about 
Nevada being one of the fastest-growing jurisdictions, ostensibly in terms of 
population and power demand? If there are those kinds of growth pressures, you 
would tnink it would follow that there would also be attendant growth 
pressures with respect to the utilities themselves. However, you indicate that 
is not tne case and that you do not have any new power proposed in terms of 
generating capacity for the future. 


Mr. Wetlinghotrt: The 2.6 per cent growtn rate that the utility is 
projecting for soutnern Nevada is a rate tnat allows it comfortably enough 
room over tne next seven to 10 years to be able to put in a lot of demand-side 
measures. The utility in southern Nevada, largely because of this planning 
process and also in part because it was doing it prior to this, planning . 
process, is doing a lot of demand-side work. : 


For example, it has a load-management program witn air-conditioning 
cyclers on its residential air-conditioning units of apout 30,000 units right 
now. It actually cycles those units off and on five to LO minutes out of every 
‘nour, tnereby reducing tne peak by some 20 megawatts. It has some programs 
tnat it is putting in place and there are a lot of programs it is going to be 
azyressively pursuing in the future that will take up a lot of the supply-side 
requirements that would be necessitated otherwise out of growth. 


For example, this summer the southern Nevada utility will be going into 
a very aggressive program on evaporative coolers. The peak in southern Nevada 
is primarily driven by air-conditioning. Residential air-conditioning is one 
of tne areas wnere the peak is most severe. If it can get the. residents to 
start going over to the new two-stage evaporative coolers, which appear to 
provide the same comfort level as refrigerant air conditioners, put provides 
tnat comfort level at about one quarter of the power, we can reduce peak 
significantly and yet continue to grow. The whole goal of resource planning is 
to do it at the least possible cost. 


Mr. Brandt: Do you nave a figure that you use in connection with an 
acceptable level of surplus capacity within the system? Ubviously, you have 
two major systems, tne north and south systems in Nevada, but what figure do 
you use as bdeing acceptable? 


Mr. Wellingnoff: Tne figure we use is about 20 per cent. Another 
reason we have this latitude now in Nevada is that both utilities' current 
reserve margins are over that 20 per cent figure. It is closer to 30 per cent 
now. Tne acceptable level we nave been using in Nevada is 18 to 20 per cent. 
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Mr. brandt: Going back to one of my earlier questions, when you said 
“based on tne 2.6 per cent growth rate,'' I gathered you probably had adequate 
power for seven to 10 years. 


Mr. Weilinghoft: That is with the exception of the 100-megawatt 
purchase in Utan tnat | mentioned. In 1988, the soutnern Nevada utility is 
going to purchase--in fact, it nas a contract now with Utah Power and 
Lignt--1U0O megawatts from one of its plants. 


Mr. brandt: I am not certain I have a time frame for what you 
consider adequate to bring new power on stream. I wonder whether that seven to 
10 years you mentioned was what you look at as being adequate for purposes of 
planning and forecasting your future requirements. Perhaps I am incorrectly 
reading something into your earlier statement. Can you be a little more 
specific? lf at some future point you did require it, based on your growtn 
projections and even the purcnase of additional power from Utah, wnat would 
seem a comtortaple time frame? I am trying to look at the approval process as 
well as tne construction time frame that would be required. 


wir. Wellinghoft: In Nevada we tend to do things rather quickly. 
Seven years would be-- 


Mr. srandt: You certainly take my money ratner quickly whenever I 
visit there. 


mr. Wellingnofft: Yes. That is wny those casinos keep getting bigger. 


From a time-frame standpoint, from the beginning of the permit process 
to tne end of construction, experience in Nevada has shown it is not 
unrealistic to be able to plan, get the permits for and build a coal plant 
witnin a seven-year time frame. In northern Nevada, that can probably be done 
even more quickly with geothermal plants. With these geothermal plants they 
are proposing to have 50 megawatt units on skids. In essence, you have a 
package unit you can bring in and put on skids over a geothermal resource. If 
tor whatever reason that resource gives out, you can move it on to the next 
resource. In the geothermal field, when that resource gets to be one that is 
proven and reliable, and I think we are getting very close because we have 
pilot demonstrations, we will see units that will be able to be put on Line in 
the tnree-year to tour-year range instead of the seven-year range. 


mc. Brandt: Are you including tne requirement to build the actual 
power corridors? 


wir. Wellinghotf: Yes. The transmission corridors take about two 
years. {hey actually take less time than the power plants. 


Mr. Brandt: Can you give us some brief overview of what the approval 
process is for the actual construction of the corridors? 


mr. Wellinghoft: Tnis is if it is wholly in Nevada. If we go across 
state Lines we are talking about quite different things. If we are talking 
apout a corridor in Nevada, there is one place you go to, with one process, 
one permit and one hearing. The hearing probably takes two days. 


[ne Vice-Chairman: Just like ours. 


Mr. Wellingnoff: You have to remember this is Nevada. There is a lot 
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Of open space there. You have to remember there are a lot of places where they 
would rather put in a transmission line just to see something out there. 


Te Vice-Cnairman: fo break the monotony they are glad to see a 
switcn tnere. 


mr. Wellingnoff: Tne transmission permit process is not lengthy at 
all in Nevada. we do not nave problems with it. There are situations where 
tnat can be turned around. For example, the northern Nevada utility is trying 
to build a Line from Keno to Sacramento across the Sierra Nevada. It has been 
zZoing tnrougn the permit process witn federal permits and California permits 
tor tne past three years. I am not sure it has completed the permit process. I 
tnink it still has some hoops to go through. It may take another two or three 
years to do it. 


Mr. Haggerty: That is something Like Ontario. 


Mr. Wellinghoff: Tnat is a line across some environmentally 
sensitive areas and two states. 


Wnoliy within Nevada, there is a transmission line that came all the way 


trom Idano down to Reno, a distance of some 450 miles. I participated in that 
permit hearing. It probably took two or three days to do that whole hearing. 


mr. Brandt: Tnere is a process that allows opjectors to appear 
before the hearing board. | 


Mr. Wellinghoff: Absolutely. 


me. Chairman: Is that all, Mr. Brandt? 
Mr. Brandt: Yes, I will give up the floor to another member. 


Mr. Charlton: You should also know, Mr. Brandt, that tney put 
artiticial foliage on tne towers. 


You have basically been through one round with the new legislation, the 
new process. 


ir. Wellinghoff: That is correct; one filing of the utilities. We 
nad one interim filing for one utility that I mentioned. It is going to file 
its second round in July 1986. 


Mr. Charlton: Are you far enough along to evaluate whether the new 
process is successful or is it going to take a couple of rounds before: you can 
really evaluate it? 
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Mr. Wellinghoff: The current process is preferable to the prior 
process from my perspective. 1 am not sure the utilities would agree, but from 
my perspective it is preferable. It allows us more time and more ability to 
analyse and critique what the utilities are planning with respect to both 
demand-side and supply-side measures. It give us more of an opportunity to 
persuade tne utilities on an individual, one-on-one basis whether or not the 
process is the correct one and the plans are ones we think are the best ones. 
it can also say we have already seen some concrete successes, some positive 
benefits from the program. For example, Nevada Power, the southern Nevada 
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utility in Las Vegas, recently had its bond rating increased. Une of the 
reasons that bond rating was increased that was given by the bond-rating 
agency--I believe it was Standard and Poor's of New York--was that Nevada 
Power was involved in and was required to be part of an integrated resource 
planning process. In part, tne bond rating was raised because it participated 
in this process. 


In addition, we have seen benefits on the demand side with utilities 
actually accelerating conservation programs that I do not believe they would 
nave peen involved in if we had not been there and this process had not been 
in place, such as the approval program I mentioned. I also have in my 
priet-case sone we are reviewing now. Nevada Power is proposing a very 
aggressive, accelerated lighting program. It is going to do extensive lighting 
changeouts in Las Vegas tnat could save tremendous amounts of energy. We are 
seeing more aggressive activity on the demand side and also more participation 
in tne process, so there are some benefits. 


Mr. Chariton: From that, has load forecasting accuracy improved as a 
result ot the process? 


Mr. Weilinghoff: It nas. I should make up some cnarts. I have done 
only side-by-side comparisons. If you went back to 1979 and took the 
utilities’ projected load forecasts, and then looked at the 1983 load 
forecasts done under this resource planning process, they are radically 
different. We are seeing radical changes in load forecasting. From that 
standpoint, we have seen the accuracy in load forecasting improve by 
Significant factors. 


Mr. Snell: In terms of that happening, they have all gone down and 
changed. Is that a reflection of accuracy? . . 


Mr. Charlton: We have had a lot of discussion in the committee and 
we have nad presentations on both sides of the question of reducing the 
uncertainty of load forecasting in terms of the possible bands of high and 
low. In Nevada have you been able to reduce that uncertainty in the high and 
low in terms of load growth as a result of this process? 


mr. Wellinghoff: I think we have. In part, Mr. Snell is right that 
all utilities have reduced their load forecasts. They have seen lower growth 
Over time because of efficiencies in appliances and other things. In addition, 
we have seen definite trends in improvement and accuracy because our utilities 
have switched from a largely econometric method to an end-use method of load 
forecasting. 


Uver the past three years, Sierra Pacific Power Co. has spent about $3 
million. To my knowledge, it is doing the most aggressive end-use data 
collection program of any utility in the United States. It is actually putting 
end-use meters on all its classes--industrial, coumercial, residential--to 
find out how inuch tney are using in what end uses, and then factoring that 
into the models it is using to do the forecasting. From that, we have seen 
tremendous improvements in its load forecasting over what it used to do under 
tne econometric metnods. 


mr. Charlton: You mentioned in your presentation that one of the 
major factors that was an impetus for this legislation and this new procedure 
was tne rapidly escalating rates; I think you said at about 20 per cent a year. 
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mc. Wellingnoff: Tnat is right. 


Mr. CnarLlton: In addition to those rate increases, were there other 
tactors that pushed this whole process forward? 


Mir. Wellingnott: There were. We were seeing utilities primarily 
emphasizing tne supply side. There were studies by otner individuals being 
done in the country, which I had looked at and which I am sure this committee 
nas nad pefore it, tnat indicated certain demand-side measures could in many 
instances cost consumers Less than the supply-side measures. 


We wanted to see now we could get the utilities to look at both of them 
togetner in an integrated fashion. [Ine rates were one factor. The other factor 
was: "Are we really getting tne biggest bang tor our buck? Are we getting the 
inost amount of energy for tne least possiple cost and doing the most efficient 
tning with regard to utility planning?" We were not sure until we could 
actually see tne plans brought out on the table and we could participate in 
tne process. 


In part it was the rates, but as I mentioned the Las Vegas area has one 
of tne lowest rates in the country. Out ot 360 investor-owned utilities, Las 
Vegas has approximately the 20th lowest rate in the United States. Its rates 
are very low. 


mr. Snetl: In costing conservation, do you require the utilities to 
give any advantage to conservation, such as in the northwest where tney get a 
10 per cent cost discount? 

Mr. Wellinghoff: We do not give any of those considerations. We 
pelieve they should be put on an exactly equal economic footing. we look at it 
only fron a standpoint of economics. As I said, the criterion for the utility 
is minimization of tne present work of revenue requirements over time. We 
think there is enough demand-side conservation load management, or what have 
you, that is less expensive than the supply side so that you do not have to 
give an advantage to conservation that way. I know there are arguments that 
certainly could be made for giving conservation an advantage because there is 
no need for transmission, etc., put we really do not want to even argue about 
tnose things. 


mr. Sneli: How do you determine things like the discount rate? I am 
just curious as to who determines that because that obviously affects the 
length of time of the present value. Does the utility do that or do you do 
tnat? 


mir. Wellinghoff: The utilities forecast all of the inputs. All the 
data inputs, they forecast. Although, I just got through reviewing, just last 
week, tne financial inputs for the southern Nevada utility and we had some 
critiques about it. It had certain things for the inflation rate that we did 
not think were correct and we showed it over time over the last five years 
wnat inflation was, etc., and it agreed with us. So, it is a matter of a 
consensus process, but they start the process by providing the initial input 
data. 


mr. Snell: I will just close up here. I do not mean to be taking a 
lot of your time. I[ am just contrasting tne Office of Consumer Advocate in 
Nevada aS opposed to the Northwest Power Planning Council which does a lot of 
independent analysis and has a fair staff. You instead would be like 
cross-exauiners or hired guns or an all-star team that just reviews the plans 
as Opposed to creating input to their plans. It is quite a different function. 
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mr. Wellingnoft: That is correct. we do not want to create the plan. 
We do not tnink that it is a proper function for us. We do not think it is a 
proper function for government. We do think it is a proper function for 
governnent, however, to be able not only to review the plan, but review it 
adequately and to be aple to pring in outside consultants to do a critique in 
an open forum of some kind, either. in a workshop or, if necessary, ina 
nearing torum where we do that. 


Mr. Charlton: You are now getting into the next question that I had 
anyway, So perhaps I can pick it up here. You said earlier, and you have 
repeated it now, that it is the view in Nevada that the utility should do the 
plan. You have also told us tnat the model or method by which the utility has 
to analyse the various options is set for the utility. 


Mr. Wellinghoff: In a generic sense, yes. 


Mr. Cnarlton: Okay. You also have described for us this workshop 
process between plan submissions where all of the interested parties try and 
Naumer out their differences. If you did not have those two additions to this 
process, the agreed modelling and the ongoing consultation and sometimes 
heated debate, would you be satisfied that the utility was doing all of the 
planning? 


Mr. Wellinghoff: No, I would not. Even though you are going to let 
tnem do the playing, number one, you need to let them nave some ground rules 
tney are going to play by; and number two, you nave to have some way to make 
sure tney are playing by the ground rules, in essence; and those are the two 
tnings we are doing. 


Mr. Charlton: Right. So, that is an important addition to what I 
Ciink you were getting at, Brent, in the context of the overall process. 


Just one last question; it is just a question for clarification: You 
Said the commission, being the public service comnission, either accepts or 
rejects tne plan. 

Mr. Wellinghoff: That is correct. 


ir. Charlton: I presume that includes amending the plan. 


Mr. Wellinghoff: Yes. 


Mr. Charlton: That is, it does not say: "No, we do not like this 
plan. Go back and start over." 


mr. Wellinghoff: No. It indicates to the utility what parts of the 
plan are deficient and how to correct deficiencies. 


Tne Vice-Cnairman: I just have a brief supplementary on something 
you mentioned earlier, more for curiosity than anything else, frankly. You 
talked about one of the utilities. I think you said the northern utility had 
just had their bond rating upgraded by the rating agency. 


Mr. wellinghoff: The southern utility did. 


The Vice-Chairman: That is the Vegas one. Do you recall from what to 
what? 
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Mr. Wellinghoff: That is a good question. I think it is B-double-A 
or A. They are now A-rated, I believe. 


Mr. Charlton: They are now A? 


Mr. Wellinghoff: Yes. 


The Vice-Chairman: So they must have been B or B-plus. 
Mr. Wellinghoff: I think they were B-double-A. 
The Vice-Chairman: Okay. 


The only other name I have is Mr. Shymko's, but he is not here at the 
moment. Is there anybody else? 


Mr. Moore: I understand the power rates in Nevada that you mentioned 
are flat rates as opposed to declining block rates. Are all the rates in 
Nevada flat rates? 


Mr. Wellinghoff: That is correct. The residential rates are flat 
rates. We used to have declining block rates quite a few years ago. That was 
when I used to work for the public service commission in 1973. Since about 
1975, all of the residential rates have been flat rates and the commercial 
rates are all flat rates as weil, but there is a demand component as well as 
an energy component to the commercial rates. The residential rates have just a 
flat energy component to the rate. 


3:20 p.m. 


Mr. Moore: Can you make any conments about declining block rates? 


Mr. Wellinghoff: You can make an argument against the client block 
rates in that they do not promote the most efficient use of your resources. 
You can also make the argument for inverted rates, where rates increase with 
price. We have not gone that far in Nevada. 


We are looking at rate structures in Nevada. We are looking at the step 
beyond all that, beyond declining block, inverted rates, flat rates or 
time-of-use rates. We have gone to time-of-use rates for the large conmercial 
or industrial customers. I think that is appropriate. We are looking at the 
potential of going to a time-of-use rate for the small conmercial and 
residential as well, although you have to be very careful in a residential 
area because time-of-use rates to residential customers can have some severe 
economic impacts that you do not want to encounter. 


Mr. Moore: I am also interested in your office itself, the consumer 
advocacy office. I guess the public service commission also acts in the best 
interests of the customers. Is it there to do that? How does it interact? 


Mr. Wellinghoff: The public service commission has more of a 
balancing act to follow. It is appointed by the governor. He is a separate 
executive from my superior, the Attorney General. The Attorney General and the 
governor are both elected in the state of Nevada. 


The public service commission does act more as a judge in the true sense 
of an arbiter deciding the evidence that comes in as presented by the utility 
and by our office. There is a separate staff in the public service commission 
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that also presents evidence. They present evidence more from a procedural, 
precedential viewpoint of what has happened in the past and what is good 
procedure and precedent for the public service commission to follow. 


Our office, on the other hand, is specifically statutorily given the 
responsibility to be an advocate for the ratepayers. We advocate that interest 
to the ratepayers to its fullest extent. 


Mr. Moore: I have one last question. How do you find out what the 
ratepayers want? 


Mr. Wellinghoff: That is a very good question. We have continual 
contact with a number of ratepayer groups. I do not have an official advisory 
committee, as a lot of consumer advocates have. To give you some background, 
there are about 35 to 40 consumer advocate offices in the 50 states in the 
United States. There are such offices as mine in the majority of states. 


A number of those have institutionalized consumer advisory panels. I do 
not. I more or less informally go to consumer groups, such as the mobile home 
owners league. About 50,000 to 60,000 people people in the state of Nevada 
live in mobile homes. I go to the senior citizens' groups. I go to the groups 
where people are organized and I discuss with them the issues and try to get 
feedback from them on more or less an informal basis. 


The Vice-Chairman: Is there anything further? If not, thank you very 
much, Mr. Wellinghoff. I know that locals do not bet, but if you do, good luck. 


Mr. Wellinghoff: Thank you. 


Mr. Chairman: Our next witness today is Paul Markowitz. Welcome. 
PUBLIC CITIZEN 


Mr. Markowitz: I do not know whether this is appropriate, but do you 
people want to stand up and stretch for a minute before we do the marathon 
here? 

I want to start by making sure that everyone has a copy of my testimony. 
a appreciate the opportunity to be here today. I want to give you a little bit 
of background’ on my organization, the Public Citizen, my personal background, 
-and what I hope my testimony has to offer for Ontario. 


Public Citizen is a consumer advocate group in Washington with about 
50,000 members across the country. Critical Mass Energy Project is a subgroup 
of Public Citizen where the energy research and advocacy is done. We have been 
In existence since 1974. We work to promote safe energy and affordable energy 
alternatives. 





| Mr. Brandt: Excuse me. What is the name of your group? Is it Public 
‘Citizen? 


Mr. Markowitz: It is Public Citizen. We were actually founded by 
Ralph Nader back in 1971. We are one of his many groups. 


| About a year ago we launched what we call a least-cost energy initiative 
which is basically designed to provide assistance to regulatory commissions, 
‘State agencies, researchers and citizen groups, primarily in the US, on how to 
implement least-cost strategies. 
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We are doing this in two ways. One is to promote the development of 
studies which document the potential for least-cost alternatives. Essentially, 
this means going out there and quantifying, for instance, how much 
conservation is available and how to undertake those studies and bring people 
together. 


The other one is to develop legislation and regulations that the state 
commissions can adopt to ensure that the utilities are actually implementing 
least-cost strategies. 


As far as our background is concerned, for a lot of the information that 
we have, we were involved with US Congresswoman Claudine Schneider's office. 
We helped develop a survey of all 50 public service commissions in the country 
on their least-cost activities. After compiling that survey, which is 
basically raw data, we turned out this report here--you do not have copies in 
front of you but I have a few here if you would like them--called Least-cost 
Electrical Planning: Is There Really a State Movement. It is basically one in 
which we analyse the survey results and give a status report of where states 
are as far as progress is concerned, not so much in terms of implementation 
but to determine what types of legislation or regulations they have on the 
books. 


The results, which might be surprising to this committee, are--and 1 
know you always look to the US for leadership--that relatively few states have 
comprehensive least-cost planning regulations in place. We have about eight 
states that have legislation and regulations on the books to do least-cost. 
The other ones, as I go through the model here, have some components that are 
missing. But I still think, from those states, the ones that have been 
mentioned before--California, Wisconsin, Florida, and Nevada--have a lot of 
lessons that are applicable here in Ontario. 


Last November we presented the findings of this study to the NARUC 
conservation committee. NARUC is the National Association of Regulatory 
Utility Commissioners. It has a standing committee on energy conservation that 
has recently become increasingly active. It was responsible for putting forth 
the proposal, with which I am sure many of you are familiar, officially 
endorsing least-cost energy planning and encouraging all electrical utilities 
in the US to adopt least-cost resource plants. | 


That is enough of my own background. As far as the written text we have 
prepared is concerned, we are currently working directly mostly with state 
commissions and state agencies, although we are a consumer group. We also work 
with citizens' groups but our primary focus is to work with decision-makers 
and provide them with information and tools to adopt least-cost planning. 


For instance, we are working in Texas right now with the public utility 
commission and with the office of People Council, which is similar to the 
consumer advocate's office in Nevada, on a petition for rulemaking. Basically, 
it has some pretty decent least-cost legislation in the state. We will be 
petitioning the PUC to change its rules to make sure that the utilities are 
required to follow least-cost plans. There is a difference between just 
following load forecasts or resource forecasts and doing least-cost plans. I 
will get into that. 


I want to deal with a little of what I hope to cover here today. 
Primarily, I am going to go through the executive summary. 1 hope you will 


read the rest of the testimony on your own time. I would like to leave most of 
the time for questions. 
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I am coming from two points of view today. One is as a consumer advocate 
representing the consumer perspective. The other results from our work with 
the commissions and the impetus behind the move towards least-cost and some of 
the lessons that have been learned by the commissions and how they are 
approaching least-cost now in the US. 


I am going to start off talking about a model least-cost energy policy. 
As you will note, much will be similar to what Jon Wellinghoff outlined here, 
with a few variations. 


p20 psi. 


I will talk about a few states and the different approaches the states 
have taken. I think this will be a indicator that, while we are outlining a 
model here , as in any model, you have to adapt it to your own particular 
needs. As we go through some of the states, you will see they have taken a 
different approach to least-cost planning. I am going to wrap up with some 
lessons that I think are applicable here. 


Let me start off with a model of least-cost planning. I can probably go 
through some of this rather quickly because Jon covered it pretty well. 


As you see, we have three major components, planning, evaluation and 
enforcement. The first stage, under planning, falls primarily upon the 
utility's shoulders. Each utility should submit a least-cost resource plan. 
That plan should include a demand forecast based on end-use and econometric 
analyses and should provide three to four electrical demand scenarios. 


It also includes assessments of demand options and supply options. When 
you are talking about assessment of demand options, it is not only assessing 
the economic potential for conservation investments and load management 
investments, but it also specifies what programs the utility intends to 
implement to achieve that potential. It does not have to be in the next year, 
but perhaps over a 10-year period, specifying, 'These are the programs we will 
be implementing." 


I emphasize the importance of doing an assessment of the economic 
potential because in the US we have seen that utilities implement conservation 
programs on an ad hoc basis. They say, 'We will do this weatherization program 
or perhaps we will do this information program,'' and it is not necessarily 
targeted towards the most cost-effective conservation measures. 


We emphasize undertaking an assessment of the conservation potential. 
You look at all the economic classes, residential, industrial, commercial, and 
at all the different end uses in those sectors--for instance, in residential, 
| you look at refrigeration, space heating, water heating--and then look at the 
| different measures that can be implemented to increase the efficiency with 
each of those uses, prioritizing the most cost-effective ones, then the 
| utility develops programs that are designed to implement the most 
cost-effective ones first. This makes sense intuitively although they are not 
necessarily doing it. I emphasize the assessment of demand-side options, but 
also targeting programs that will implement the most cost-effective ones. 


The next component is integration of all resource options into a 
least-cost resource mix, basically asking what the options are and 
implementing those that are cheapest first until we meet our power 
requirement. That is easier said than done. While it is fair to say that 
perhaps the majority of US utilities now have some demand-side programs, 
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whether it is low-interest loans for home weatherization or efficiency 
rebates, and are doing some conservation incentive programs, very few, if any, 
are fully integrating demand-side and supply-side resource options. It is 
really essential for the public utility commissions to outline and define how 
they can do that. I will get into the role of the commissions a little more 
and why they are so important in bringing about a least-cost strategy. 


Finally, the last thing I mention here is a two-year implementation 
plan. This specifies exactly the resources in which the utility intends to 
invest over the upcoming two-year period. 


The next section is evaluation. This is primarily the responsibility of 
the state. In the US, it is primarily the public utility commissions though it 
often falls upon state energy offices. This varies. In some states they even 
have councils that are responsible for the evaluation of utility plans. 


The proposed utility plans are carefully evaluated by the regulatory 
commission and the public. This requires that the commissions or the state (1) 
establish specific guidelines for utility plans; (2) develop a state-wide 
electrical energy plan. I may differ a little bit with Mr. Wellinghoff here. A 
lot of states have actually required either their public utility commission or 
their state energy office--in California, it is the energy commission--to 
develop a least-cost energy plan for the state. It requires more resources by 
the state to undertake this type of study versus the approach that is used in 
Nevada where the utility submits a resource plan and then the consumer 
advocates, .citizens' groups and the commission critique that plan according to 
specified guidelines. If they find it deficient, they send it back to the 
utility to correct. 


I would say the state electrical plan, if the resources are available, 
offers the advantage of a standard by which utility assessments of demand-side 
options and cogeneration potential can be evaluated. For instance, if the 
utility comes in with its resource plan and says, ‘We think 100 megawatts of 
conservation can be captured over the next five years,’ it is one thing for 
the state to say: ‘We do not think you looked at this; we do not think you 
looked at that. Go back and to it again.'' It is another for the state to say: 
"We have conducted our plan and we found there are 500 megawatts out there. We 
have used some of your end-use analyses; we have applied efficient 
technologies and we found there are 500 out there. We want you to go back and 
at least achieve X, or go back and start to identify these areas that we found 
in our plans.'' I think there are some advantages to the state actually 
developing an electric plan of its own. 


A final thing, and I would particularly emphasize this from a consumer's 
point of view, is to establish special provisions for public participation in 
the resource planning process. I sat in on the session this morning, heard a 
lot of talk, and I know everyone here is very concerned about making sure the 
public has adequate provisions and input. It is another thing to ask how that 
is going to accomplished. A lot of people have a lot of different ideas on 
that. The Nevada model, with the workshops where the consumer--the public--has 
input at each stage of the planning process and is working with the utilities 
to express concerns, is probably an optimal way to go. You are starting at the 
very beginning, unlike the situation where the utility develops its plan and 
then the public has a chance to critique it, such as in the Northwest. In 
Nevada, they have the opportunity, as the plan is being developed and before 
it has been formulated, for the public to have avenues for participation, 


whether it be a workshop or public hearings. I would say this is very 
important. 
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Beyond that, I think it is important for the puplic to have some type of 
ofticial role in the actual review process, or the plans, after they are 
developed, in that public hearings can be held. Citizen intervener groups, 

Sucn as in the Us, often have funding provisions so that they can call in 
expert witnesses. The utility has all the expert witnesses it needs down there 
because it can just tack tnem on to the rate base. If a citizens' group wants 
to call people in, it has to come out of its own pockets. I tnink it is 
lmportant to nave sone type of provision for funding intervener groups so that 
tney can take the time to prepare adequate testimony and bring in experts. 


Tne situation might be a little different wnere you have a public 
utility and you are hiring public interveners but some type of provision 
during tne process of developing the plan, where the public has adequate 
mecnanisms for input into the planning process, is crucial. 


I will spend a Little more time on the last one, the enforcement 
mechanism. I think it is fine for the utility to develop the plans; then it is 
tine for the state to evaluate whether the plans are adequate and whether they 
nave Looked at conservation or cogeneration potential or their load forecasts 
adequately. But unless you have some type of mechanism there to ensure that 
tne utility is going to follow that least-cost investment pattern, all your 
work is for naught. 


Over the past LO years, experience in the US has shown that, left on 
their own, utilities are not going to follow what the public, the consumer, 
would necessarily consider a least-cost strategy. The utilities often do not 
see the financial benefit of investing in conservation programs. They often 
look at it as a direct conflict with their idea of more sales and more 
revenue. In order to inake that transition, there are some utilities down 
there, specifically utilities in California and the Northwest, that are 
starting to see that fewer sales does not necessarily mean less revenue. You 
can still make a profit and you can increase your profit through conservation. 
The idea is not more; it is to decrease your expenses faster than you decrease 
now much revenue you are bringing in. The bottom line is you are going to 
increase your profits. 


3:40 p.m. 


wnat a lot of utilities are seeing down there is that large plants with 
long lead times and tied-up capital, plants that are ong often yield 
a poor return for the’utility. 


I emphasize the enforcement mechanism of the public utility commission. 
Until the early 1970s or 19/73, the utilities were in a building stage. We are 
talking about a transition in a Large industry and it takes time for that 
transition to occur, where we bring about least-cost strategies that look at 
small power production and conservation load management. It is crucial to have 
the comnission or some type of government role in ensuring those investments 
are made. Otnerwise, you will nave a Lot of the institutional inertia we have 
seen down in the United States, where the utilities have the same incentives 
to keep going about business as they have in the past. 


As far as enforcement mechanisms, one is that all utility investments 
must pe consistent with the resource plans. In other words, the utility cannot 
zo out and make an investment in a power plant or a transmission line unless 
tne investment has been identified as part of the least-cost resource plan 
adopted by the public utility commission. The commission says, ‘This is what 
you have outlined for the resources you need for meeting future demand, these 
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are tne Least-cost resources--X amount from conservation, X amount for 
cogeneration, etc.--and we think you have followed the inethodology we have 
Outlined here, the information guidelines we have set for you, and we concur 
tnat this is a least-cost plan." 


Therefore, in the two years before the next plan is filed, the utility 
can only make those investments that have been identified as part of that 
least-cost plan. As Jon was saying before, this ensures the integration of the 
planning process and the utility investment process, wnich I think is crucial. 
You can have all tne planning you want, but if it is only a paper plan and the 
utility can go out and make those investments, it does not do you any good. 


Next is the power plant licensing stage. Utilities have to file for a 
permit any time they want to undertake any major new construction, such as a 
power plant, and there are three requirements. First, that power plant must be 
part of the least-cost plan. Second, the utility has to establish firmly the 
need for that plant, i.e., the demand forecast it has outlined in its plans 
specify the need for X number of megawatts, and that need will be met through 
tnat plant. Third, the utility again has to justify that plant is the 
least-cost investment. 


You nave three stages, three checks, when tne utility goes out and says 
it wants to build a power plant and the state says it has to file for a 
permit. In filing for that permit, tne utility has to certify that the plant 
is part of its least-cost plan, that the plant is needed, that it conforms 
with the need the utility has outlined and that the plant is the Least-cost 
means of meeting that plan. 


Tnis summarizes the model. Let me go into the approaches the states are 
using to implement these cost strategies. 1 think you will see there is a lot 
of variability. Tne Wisconsin Public Service Commission has taken an active 
role in developing a Least-cost electrical plan of its own to evaluate the 
utility resource plans and to specify the changes the utilities must undertake 
in tne development of those plans. Tne Florida Public Service Commission has 
establisned what we call a more performance-based approach. I will get into 
tnis a Little more later. 


We are seeing public service commissions move towards requiring 
utilities to meet certain goals. The utility's rate of return is determined by 
now well those goals are met. Tne main public utilities commissions, even 
thougn they nave an integrated resource planning process, have relied heavily 
on avoided-cost rates to encourage small power production. In fact, Maine 
predicts that by 1988, 30 per cent of its power will be met by cogeneration 
and small power producers. 


I want to go into a few of the lessons that are applicable to the 
Ontario situation. Probably the most crucial one is that the planning process 
offers a unique opportunity for regulators and the public to review proposed 
utility investments before those investments are actually made. 


What we found 10 years ago, before public utility commissions required 
utilities to adopt least-cost plans or to file for permits, was that the only 
means tne public utility commissions had for reviewing utility investments was 
during the rate-making process. 


The utility would cone in and say, "We just went out and invested in 
tnis power plant, and we want to get a return on our investment." If the power 
plant was way over budget, or if the need for that power could have been inet 
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more cneaply, tnere was no recourse for the commission to say: ''We are not 
zoing to allow that power plant in tne rate base. Your stockholders are going 
to»nave: to eat al lithesexcosts..' In fact, a commission is reluctant: to: 206 
anead and shift all that burden to the stockholders. It is not fair to do that 
wnen there was no input by tne regulators in evaluating whether these 
investinents were tne right way to go. 


Tne planning process offers an avenue where the public and the public 
utility commissions can have input into the process and evaluate the 
least-cost ways of meeting tuture demand, betore the investments are made. In 
anotner sense we find tne utilities themselves looking at this as 
advantageous. A lot of them have been stung in recent years because 
coumissions are using 20-20 hindsight and disallowing substantial portions 
trom the rate base. ‘The most significant one was the 40 per cent the Kansas 
comnission disallowed. That hurts. Tne utilities would rather say: "let us get 
some type of agreement. we do not want to go out there and invest in any new 
power plant unless everybody thinks it is a good way to go." 


Commission authority to set rates is a necessary condition but is not 
sutficient to ensure least-cost investments, because it happens after the 
tact. The planning process assures an avenue for input before the investments 
are made. 


Legislators snould be aware of the relationship between regulators of 
the utility planning process and the level of resources needed to review 
adequately utility plans and otner filings. Should government be actively 
involved in developing a separate resource plan? Should it just go in and 
critique utility plans? Snould it have a planning process at all--should the 
state just do its own thing, make its investments in power plants and then 
invest all its time and energy in reviewing the rate increases or types of 
rate requests the utilities are proposing? 


Iilinois just passed very comprehensive least-cost legislation requiring 
utilities to file integrated resource plans. It hired one person to deal with 
the whole Least-cost planning process and with utility plans. It is not fair 
tor the commission to increase heavily its responsibilities without also 
increasing the resources it has to evaluate utility plans adequately. 


In another sense, it can actually weaken the consumers’ point of view. 
If you increase the responsibilities and therefore, let us say, have a 
planning process where there is some type of sharing among the commissions, 
tne public and the utilities--go ahead and prove a power plant but the 
commission does not nave the resources to review utility plans to say they are 
adequate or to see if they are up to the guidelines that have been set--it is 
going to pe harder later on to come back and say, "That was a bad investment." 
You need the resources in tine early stages to say, ''Let us evaluate whether 
wnat the utility is proposing is a good investment." 


3;50.p.m. 


Tne level of resources that the state needs to evaluate utility plans, 
power plant permits and licensing permits should be directly proportional to 
the authority that nas been given to chart a least-cost future for the state. 


The tnird point I want to make is legislators need to balance the 
regulator's involvenent in the resource planning process with provisions that 
ensure that the utilities will develop the in-house capabilities to plan for 
demand-side alternatives and alternative resources. 
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We have seen some states where the public service commission or state 
energy ottice has taken a heavy role in requiring utilities to make certain 
investments. If the utility does not have an incentive to actually implenent 
tnat program, it is not going to do a very good job of it. 


On the other side, if the utilities are given too much leeway and the 
state does not have enough oversight in determining what are the most 
cost-effective programs to implement and what is the cost-effective potential 
tor conservation, we nave seen a lot of utilities fall short of that 


potential. There needs to be a balance where the state is involved in laying 
out tne guidelines, specifying the types of methodologies, perhaps even 


setting some types or targets or goals that it would like the utility to 
achieve, and encouraging the utility to develop the in-house capabilities to 
plan for developed innovative conservation programs, etc. 


The tourtn point is that legislators need to consider how the current 
regulatory framework sends financial signals which encourage utilities to 
favour one resource option over another and then adopt changes to correct any 
imbalance. 


For instance, profit in tne US for investor-owned utilies is often 
figured on tneir total capital investments. Therefore the utilities often have 
an incentive to invest in capital-intensive plant and equipment. These types 
of incentives need to be modified if utilities are to move toward less 
capital-intensive investments such as conservation. 


For instance, there is the idea of encouraging performance-based rates. 
If you saia to the utility, ''We would like you to achieve X amount of 
conservation in tne next year," and if the utility achieves it or goes over 
it, it receives a certain rate of return on its investments. If it goes under 
it, tnen it is penalized and gets a lower rate of return. This is just one 
type of pertormance-based incentive that they can set up. 


In sumnary, a comprehensive least-cost planning process can assure that: 
(L) lowest-cost resources are going to be implemented and consequently 
electric rates will be as low as possible; (2) electric utilities are a 
cannibal to the regulators and the public for their investment decisions; (3) 
noneconomic criteria are incorporated in the decision-making process. By this 
{ mean you can have provisions, such as the environmental benefits that accrue 
trom conservation, and others such as improvements to local economies because 
conservation and locally available resources are more labour intensive. These 
can be incorporated and special provisions can be put in the planning process 
to account for them; (4) the public has substantial input in the resource 
planning process. You can set up a least-cost planning process which assures 
that. 


I am open for questions. Feel free to ask questions as to how some of 
the ideas I have thrown out here might be applicable to Ontario's situation. 


vir. Shymko: I go pack to my earlier question of public input. I ask 
you for turtner comnents on some of the models tnat may be available. 
Untortunately, I was not here and I had some questions to ask of mr. Jon 
Weltingnotf of tne Nevada Office of Consumer Advocate. Perhaps you could 
answer sone of these questions. 


By reading the description of the office, it gives me the impression he 
is sone kind of publicly appointed ompudsman who is monitoring the private 
utilities. Is that the right interpretation? 
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mr. Markowitz: Is Jon here or is he gone? I hate to answer for him. 
I do not know if ombudsman would be tne most accurate description. Tney are 
certainly there. They are the state representative of consumers, primarily 
residential consumers. 


Mr. Shyinko: Appointed by the state? 


Mr. Markowitz: They are appointed py the state and funded by a fixed 
percentage of utility rates to represent residential consumers. They have 
standing at all utility rate hearings, or any type of utility proceedings. 


Mr. Shyinko: Tne only relationship I can see of any office in Ontario 
would be an ombudsinan exclusively dealing with that sort of government public 
agency, if I may use it. Interestingly, tne Ontario Ombudsman has no 
jurisdiction over Untario Hydro, nor does he over municipalities and boards of 
education. We really do not have--except for maybe the Untario Energy Board, 
wnich can only recommend but does not have any clout per se as supposedly this 
coumittee would have-- 


Tne only pody that I can see that has a major nonstatutory framework 
--in other words it is not a statutory framework or a legislated input--is 
AMPCU, tne Association of the Major Power Consumers of Ontario. It consumes 386 
per cent of hydro according to their pamphlet, which I have seen. It is 
interesting tnat they indicate that they ofticially represent 86 per cent of 
the consumers. 


{ney meet regularly with Hydro officials to review rates, to discuss 
common interests and to voice concerns, supposedly not by statute, not by 
regulation. What concerns me is that remaining 14 per cent of tine pupolic who 
-aave no official or unofficial framework whatsoever as you have described the 
citizens’ utility boards and the consumer advocate, suci as in Nevada, in the 
two models. I would like you to explain to me whether the state utility 
consumer advocates exist only wnere you have a public utility, such as the 
Tennessee Valley Authority and so on, or do they exist anywhere? Can they be 
set up anywhere? 


Mr. Markowitz: Tne public utility commissions regulate investor-run 
utilities. 


Mr. Shyinko: But I am talking about the consumer advocate. 


Mc. Markowitz: Publicly-owned utilities are not regulated by the 
state comnissions. The state utility consumer advocates represent the 
residential consumers before public utility comnissions, primarily involving 
investor-owned utilities. 


Mr. Shymko: It would normally pe in a state where you have private 
utility companies. You will not find a public consumer advocate in a state 
wnere you have something Like Ontario Hydro, a public utility. 


Mr. Markowitz: Probably in every state except one or perhaps 
two--[ennessee and Nebraska where there is mostly public power; a good 
percentage of the electricity is provided by investor-owned utilities. 


mr. Saymko: Exactly, by the private sector. 


Mr. Markowitz: I think the difference between--what was the name of 
tne group that represents 86 per cent of your-- 
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Mr. Markowitz: --is tnat it is an informal process. They can talk to 
Untario Hydro but what tney have to say is not necessarily binding or it does 
not necessarily carry that weight of Law. The consumer advocates have standing 
at the regulatory proceedings and say, "We represent this group; these are our 
concerns. The commissions have to weigh that as evidence, just as they weigh 
tne utility's evidence for a rate increase. They have to weigh tnat as part of 


tne hearing process. 


wir. Shymko: The consumer advocate, such as the Nevada one, would 
represent all consumers, including industrial, commercial and residential; if 
I may use the term, the "average homeowner’ consumer? 


Mr. Markowitz: It depends. 1 am pretty sure that most consumer 
advocates represent residential consumers. 


mir. snynko: I see; not the industrial? 


Mr. Markowitz: Again, the policies that they advocate are beneficial 
to all ratepayers. Jon is out here advocating for least-cost resource 
planning. He is not just advocating least cost for the residential. What is 
least cost for the residential is, in most cases-- 


Mr. Charlton: Except that a consumer advocate who is representing 
primarily the residential sector may, for example, in a state or a province 
Like ours, be advocating against declining block structure which would have an 
adverse effect on the commnercial-industrial sector. 


mr. Markowitz: Then you get into some of the issues, for example, of 
now you apportion the costs when a new plant is coming on line. How much 
snould the industrial consumers have to bear; how much should the residential 
consumers have to bear? Often, the consumer advocates are going to be 
advocating the residential position. 


Ai Like 


Mr. Snymko: Are tne citizen utility boards funded by voluntary 
contributions? Can you explain where it says, ''Voluntary contributions from 
ratepayers through access to utility bills''? I am confused. Do they have the 
special privilege of gathering the contribution from the bill the consumer 
pays? 


Mr. Markowitz: Up until very recently it was either passed into law 
py mandate or if the public utility commission approved that the CUB be 
allowed an insert in the utilities bill. When the utility sends out its 
montnly bills, tne CUB is allowed an insert that says: "Would you like to have 
public representation in the hearings process, in the rate proceedings? Join 
CUk."' At that point people can make a voluntary contribution or checkoff and 
send in a cneque to CUB. 


Unfortunately, a recent Supreme Court ruling cast some serious doubt on 
requiring utilities to include in their bills a stuffer to wnich they are 
primarily opposed. Some first amendment rights were being violated. That does 
not necessarily kill that funding mechanism; it means the stuffers might have 
to be a bit more moderate. You cannot have the "Your utility is raising 
electric rates sky high--join CUB" type of thing, but sometning a little more 
inlddle of the road. Tnat is a means for the consumers to fund an intervener 
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directly. Wnere the CUss exist in about three or four states, they have 
intervener status. 


Mr. Shy.nko: We do not have anytning similar to that except for the 
Wew Democratic Party, which has the write-off of unions dues, and even that is 
being Cnallenged, 1 hear. The party being the representative of the public may 
be construed as being similar to this. 


Energy Probe is a public consumer advocacy organization. It is not 
funded py tne government. If you are familiar with Energy Probe, you can 
imagine it having access to this type of process of utility bills. 


Mr. Markowitz: The real benefit of a CUB is that it is 
democratically elected. Tne people who run the organization and who represent 
it before the public utility commission are nominated or voted on and elected 
py people who are members of that CUB. It is direct participation by the 
Customers. 


Mr. Shymko: Is Ralph Nader your organization's citizen? Are you 
something similar to a CUs? 


mr. Markowitz: Public Citizen is mostly a consumer advocacy 
organizaton. 


vir. Shynko: Universally for all things. 


Mr. Markowitz: Critical Mass is the energy arm of that. We mostly 
provide. such things as information and technical assistance. 


wir. Shyinko: Critical Mass is not funded through any public body. It 
is a voluntary nonprofit organization. 


mr. Markowitz: Yes. Critical Mass is a nonprofit organization. We 
have 50,V00 members. Tnat is where we get most of our support. 


Mr. Shymko: You are very supportive of a funding mechanism to allow 
for puplic representation. You have no philosophical problems with this 
because you nave private utilities. We have a pnilosophical problem because 
OUrAUtIDILY, 1s.pubLic. 


Mr. Haggerty: Socialist. 


Mr. Shymko: No. 1 am trying to say that you pay the shareholders to 
criticize themselves, so to speak. 


Mc. Markowitz: I understand your dilemma. It has been my 
understanding that Ontario Hydro does not necessarily represent all the 
interests of the province. The CUBs and such mechanisms have been developed in 
response to investor-owned utilities in tne US where in the past the 
investor-owned utilities were making all tne investment decisions and the 
ratepayers were footing the bill. We are now saying that if the ratepayers 
nave to foot the bill, we want some input into the investment process, into 
decisions tnat are being inade, so when it comes down to paying the bill, we 
made some decisions and tney reflected the Least-cost way to go. 


In Ontario, I understand it is a little different. There should be an 
official mechanism or provision--I cannot say exactly what it should be--so 
the input of the public is not just: "Okay, thank you very much for showing up 
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tor tne hearing. It has been nice to see you. Have a good day.'' Tnen Ontario 
rydro or whoever goes on its merry way. You need a mechanism to ensure that 
pubLic representation is beard, not just, 'We will take it into consideration 
and then do what we want," but it is weighed. Like the evidence from the 
utility and any other evidence, the intervener's evidence is weighed. 


Mr. Charlton: Pernaps we could Look at Ontario's context in the 
sense that we nave a double reason for considering public input: we do not 
have a private investor-owned utility, but a publicly owned utility. We have a 
need for public input to protect ratepayers; we also have a need for public 
input, so the shareholders of tne corporation can have a say in the investment 
policy of tne corporation. We have a double reason, not less reason than 
privately owned utilities. 


mr. Markowitz: Kignt. 


Mr. Shymko: I support that; I agree with that. The last question I 
nave concerns the Long Island Power Authority Act, which allows for public 
input in tne process of developing the plan. We have the input when the plan 
nas peen prepared by Hydro, has gone through the Ontario Municipal Board and 
nas been supmitted as a fait accompli. Then you have four months for public 
input. 


Mr. Markowitz: Right. 


mr. Shyinko: As reflected in the Long Island Power Authority Act, is 
New York one of tne unique states where public input is during the entire 
stage of the development of the plan of the authority? 


Mr. Markowitz: 1 have not read through tne act. 


Mr. Hagzerty: When did the act cone into force? Was it oefore the 
utilities started the program to build all the nuclear plants and then shut 
them down? The cost got too high and industries flew out of there and went to 
some otner places. There must nave been concern. 


vir. Markowitz: I think it was introduced this past legislative 
session, to take over Long Island Lighting. 


mr. Shymko: Tnat is in the last three pages of the document you 
submitted. 


mr. Markowitz: Right. 


mr. Shymko: Under "Public Involvement during the Development of the 
Plan,'' there are review sections tnrough the stages. 


Mr. Marxowitz: I should have pointed out that the last four pages of 
tne testimony, these amendments, are what we call model legislative language. 
Tne amendments were developed by my colleague. 


Mr. Shymko: Tnese are just submissions. They are for amendment. 


Mr. Markowitz: Right. This is a public authority, similar to Ontario 
rydro. [f tnis committee is considering drafting any amendments, I thought 
some of this language concerning what the utility plan should include and how 
it should be developed might be adapted or used. 
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me. shymko: Tnis is only a proposal for an amendment. 


Mr. Markowitz: Right. My understanding is that it has been included 
or attached to the bill itself, but I am not exactly sure of the status. 


mr. Hazzerty: How many utilities have gone into receivership at Long 
Istand? [ tnought a number of them were proposing to construct nuclear plants. 
I guess they nave gone under. 


Mr. Markowitz: Do you mean receiversnip because of bankruptcy? 
mr. Haggerty: Bankruptcy. They could not complete the projects. 


Mr. Markowitz: The primary utility involved with Shoreham is Long 
Island Lighting. It has not gone into receivership, but has come as close as 
you can get. The public service comnission.is basically giving the company 
emergency rate relief to keep it going. Now Shoreham is complete; in fact, it 
is at five per cent power. I do not know how familiar you are, but currently 
tne big issue is emergency evacuation. How do you get two million people 
across tour bridges leading out of-- 


Mr. Haggerty: Can none of them walk on water? 
mr. Markowitz: I do not know. It is a tricky proposition. 


Mc. Snymko: Can I conclude my remarks witn a statement, Mr. 
Chairman? I am only a substitute menber of this committee. 


mr. Chairman: We welcome your input. 


mir. Shyinko: I suggest that in the final recommendations of this 
comnittee we look at these models in terms of allowing for some practical 
recommendations for public input in the process. 1 am confident that you, Mr. 
Chairman, and the committee members will focus your attention on tnis very 
crucial and important aspect for the shareholders of Hydro. 


Mr. Chairman: Thank you, Mr. Shymko. 


4:10 p.m. 


Mr. Charlton: We appreciate your comments, Mr. Shymko, since you 
likely will not be nere when we are making the decision. 


I have a couple of questions. You had one major area of disagreement 
with Mr. Wellinghoff, this question of independent research and data. I tend 
to agree with you that the ability of any body, whether it is a state body, a 
public advocate or a public group, to participate in a review of a proposal is 
Limited py its access to information that may confirm or differ from that 
developed by the utilities. I also tend to agree with you about the usefulness 
of naving sone independent study done of proposals or approaches to programs. 


Un the other hand, some of wnat Mr. Wellinghoff said is also useful. It 
Seems to me that to have no independent research is a disadvantage. On the 
other hand, to have two bodies, the utility and some independent body, running 
out and doing research separately and then coming back into a hearing where 
everything is at issue is not the most useful or efficient way to get at a 
consensus. It seems to me a good mix of independent research and the 
'Wworkshop'' approach to eliminating areas of disagreement is ultimately the 
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most efficient way to reduce tne number of issues where there is disagreement 
woen you get to tnat final review of the plan or proposal. 


itr. Markowitz: Tne problem Jon was pointing out was that in 
CalLitornia tne functions of setting rates and planning are placed with two 
difterent agencies. The California Energy Commission is responsible for 
planning and dictating certain programs to the utilities. The California 
Public Utilities Commission is responsible for tne setting of rates. We have 
often found a lot ot stuff falls between the cracks. 


You have a different model in Wisconsin. Tne public service commission 
does botn; it sets the rates, put it also has a separate planning department 
function. They have developed tneir own separate alternative electricial 
Supply plan tor tne year 2000 and it is integrated within one agency. They 
nave said, "Here is how much conservation we think is available; here is the 
potential for various other resource options,'' and that plan is used in 
evaluating utility resource plans. It is used in power plant licensing permits 
and in the setting of rates. 


If your state is conducting its own electrical plan, I do not think it 
necessarily nas to be that some things have to fall between the cracks. It 
depends how it is set up. You could even have it in two separate agencies as 
long as you nave sone mechanisms for ensuring that one hand knows what the 
other hand is doing. 


Mr. Cnarlton: We have had extensive discussion here in this 
comnittee and again this morning. We do not have three-day hearings in 
Untario; we have two-, three- and four-year hearings. I was getting at trying 
to tind tne pest of poth worlds by maximizing tne public and advocate apility 
to adequately review the utility's proposals at the same time as having a 
process that would eliminate as many areas of contention as possible before 
you got to that hearing stage. Do you think that can work? 


mr. Markowitz: I think it can. You can minimize duplicating 
resources. How mucn sense does it make to have Ontario Hydro go out and invest 
millions of dollars in developing a least-cost resource plan and then having 
the Ministry of Energy go out and develop the same plan? In that case, it all 
comes trom tne Ontario government, the people of the province. 


4:20 pel. 


You can set up specific guidelines, for instance, specific information 
and metnodolozy requirements, that the utility has to meet. When you come 
back, you have an objective set of criteria and you can say: "Here is what we 
have Laid out for you. Here is what you presented. Here is where it is 
deticient.'' In that regard, if you are going to leave a lot of the weight as 
far as critiquing utility plans is concerned on emphasizing how well they meet 
sets of criteria, you have to emphasize how well you are capable of calling in 
outside experts to critique that. 


A Lot of tne burden falls upon your ability to say, ''How well did you 
meet tne guidelines that we set forth?" versus an independent capability, such 
as a lot of states have, that says, 'We are going to evaluate the guidelines, 
put we have also done this independently and we see that, compared to what you 
nave, you are falling short." It is an extra measure you can use. It can be 
done, but I think you have to be very specific about the guidelines you set 
out in the information requirements from the utility. Then you have to hold 
them to it when tney come pefore you and say, "Here is what we have done." 
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mr. Charlton: I guess most of the situations you nave tried to deal 
witn involve states in the United States where there are not only private, 
investor-owned utilities but also usually more tnan one utility. Our is a 
unique situation in that we have a single, publicly owned utility for the 
wnole jurisdiction. Is it going to ve a lot easier and more straightforward in 
potn Legislative and regulatory terms for us to deal with the situation we 
nave than trying to master a multiple situation? 


Mr. Markowitz: That is a tough question. Certainly, looking at one 
utility's resource plans and investment decisions versus looking at seven 
difterent resource plans is less work. 1 think you can focus your efforts. You 
are faced with a somewhat unique situation as far as my experience goes in 
tnat you have a government regulating a public utility. As I said before, 
municipal utilities in tne US are self-regulated, but even a lot of the state 
utilities, such as the Power Authority of the State of New York, do not answer 
to anyone. The only time anybody has anytning to say about their process is 
when tney come before tnem for financing. 


I do not know how to answer the question wnether it would be easier. If 
tnings are consolidated, you can tocus your efforts. You are working with one 
set of staff at Ontario Hydro that is responsible for planning, and there is 
tne stafr in the Ministry of Energy to whon you have assigned certain 
tunctions as tar as evaluating Untario Hydro's plans is concerned. They can 
deat directly witn each other. You know who you are dealing with and you can 
focus your efforts. However, I do not have a way of comparing whicn one would 
pe easier. 


mc. Chairman: Mr. Haggerty, do you have a question? 


Mr. Haggerty: No. I have asked my question about the Long Island 
utility. ; 


Mr. Moore: Foliowing up on Mr. Charlton's questions about whether 
the state or the utility should do the plan, there seemed to be some 
discussion about this problem of dualism with both sides doing intensive 
planning. Is it not true that in some jurisdictions the official plan is the 
plan done by tne state, and the utility plan is a pygmy by comparison? In a 
sense, there is a total inversion of the role. 


Mr. Markowitz: In a sense; the weight of state-conducted plans 
varies. For instance, the Department of Energy in New Jersey just came out 
with a new plan tnat has the force of law behind it for every state agency. 
Tney basically have to conform to the policies that have been set forthidnp.tae 
plan. That includes the public utilities camnission. They have to apply what 
the department of energy sets forth as far as performance-based standards are 
concerned. Utner plans are there to be considered when the utility comes forth 
with its load forecast or a proposal for a new power plant. That is considered 
in tne regulatory proceedings. You can have other ones that are purely 
recommendations; they do not even have to be considered. They are out there 
and tnese are the numpers you develop, but there is no formal consideration on 
it. You get various levels of now well the planning function works. In those 
states where it is just a recommendation, the utility plan is foremost. 


4:20 p.m. 


Mr. Moore: The model I was thinking of specifically is the Northwest 
Power Planning Council. Actually, we are having them come before us tomorrow 
morning. Pernaps you can make some very brief comments about its planning 
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function, as opposed to some of the others across the United States, to help 
put it in perspective for us. 


Mr. Markowitz: Witn respect to sophistication regarding least cost, 
they are probably foremost in the field as regards the concept of how to 
integrate conservation programs. In looking at conservation programs just as 
you would any other resource, bringing them on line just as you would a power 
plant, prioritizing those and getting a least-cost resource mix, it is doing 
some of the best work in the country. 


Mr. Moore: Excuse me. Tney are also interesting because essentially 
tney regulate a federally owned public utility. 


Mr. Markowitz: In a sense; the Northwest model is tricky because it 
is unique. Tnere is no other situation like it in the US. You have a federal 
power autnority, but you also have tne power planning council, which 
essentially is composed of two people nominated by the governors of each 
state. Tne planning council has the planning function. It also has some teeth 
to it wnereby it can penalize tne Bonneville Power Administration for not 
following certain types of least-cost patterns. I do not want to get into it 
too much, because you are going to near from them tomorrow. 


It is ditricult to draw the applicability of that type of planning 
council to other institutions in the country. With regard to the methodologies 
and models tney are using, they are state of the art. I know Ontario Hydro has 
been working witn them closely. 


I did not really answer your question-- 
Mr. woore: That is- fine. Thank you very much. 


mr. Ricmaond: I am curious. You are probably aware from the material 
Mr. Snell sent you that Ontario nas a significant nuclear generation program, 
potn existing and comnitted, I will say, with tne Darlington station. To what 
degree has tne work of your group in advocating this least-cost strategy been 
associated with your, shall I say, antinuclear position? In the states that 


nave adopted a least-cost strategy, how closely nas that been associated with 
states that nave faced problems in getting nuclear plants built? 


Mr. Markowitz: Wnen you adopt least-cost planning regulations that 
require tne utility to file plans, etc., part of the deal that is struck when 
tnat legislation is passed is that the plants under construction are 
essentially grandfatnered in. They are not subject to the least-cost 
provisions such as a power plant licensing permit. Tnat is part of the problem. 


We have also seen in the past decade I do not know how many plants--it 
varies anywhere from 100 to 180, in different stages of construction--that 
nave peen cancelled. A Lot of that has been due to, first, decrease in demand-- 


Mr. «kichmond: Are these of all types, thermal and nuclear? 


Mr. Markowitz: Yes. Second, energy efficiency not only is decreasing 
the need tor those plants but also is providing electricity essentially at a 
cneaper cost. OI course, the cost of those plants has escalated. 


For instance, I mentioned the state of Texas. It currently has four 
nuclear power plants. The consumers in Texas will be essentially footing the 
pill. Two of those are located in the state; they are the Comanche Peak and 
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soutn Texas nuclear projects, which are in various stages of construction. 
Tnere are two units at each, and they are somewhere between 5V and 95 per cent 
complete. 


Tne arzuinent we are making is that you cannot deny them a power plant 
licence because they are grandfathered in. You cannot say, ‘This plant does 
not weet your Lleast-cost resource plan," because it was grandfathered in. 
However, you could say, “All right, given that you have spent this much money 
On your power plants and you have this much left to spend, we want you to 


assess how tnat demand, to which you are saying the completion of this plant 
is essential, could be met through other resource requirements." 


This is a petition we are filing: 'We want you to go out there and 
assess the cost-effective potential for cogeneration''--which is huge in 
fexas--''tor conservation''--a study recently done said there would be 10,000 
megawatts of conservation available in Texas by the year 2000, 
"cost-effective" meaning a cost of less tnan $1,700 a kilowatt, which is 
actually low for new nuclear plants coming on line--'"'and other resources. We 
want you to go out there and assess it. Then when you come back and give us 
tnat information, we want you also to give us an update on how much tnat plant 
is going to cost to complete. We want you to evaluate it." 


fhe comnission cannot come back and say, ''We are going to deny you a 
rating; we are going to deny you permission to go ahead and complete that 
plant." What it might say is, ''You have identified that conservation and 


cogeneration can meet the need for that plant this much more cheaply than the 
cost of completing and operating it over tne life of the plant." 


Tne commission can rule, "If you want to complete the plant, go ahead; 
but we are going to let you know that if you want to recover its cost, it is 
going to be Limited in the rate base to how much it would cost to provide that 
power from alternative and cheaper sources," which basically limits it to the 
least-cost source. 


In a sense, that answers the question of how we tie it in. Even though 
Critical Mass was founded as an antinuclear organization focusing on safety 
considerations, I do not argue antinuclear, anticoal or whatever when I.am 
talking witn commissioners. We are talking about economic grounds and asking, 
"What is the cheapest way of providing electricity?" That is what we limit it 
to. 


Mr. Chairman: Thank you, Mr. Markowitz. 
Mr. Markowitz: It was a pleasure to be here. 


The committee adjourned at 4:2/ p.m. 
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ELECTRICITY DEMAND AND SUPPLY 
(cont inued) 


Mr. Chairman: Members of the committee, this morning we have before 
us Roy demmingway, a former comnissioner of the Northwest Power Planning 
Council. Mr. Hemmingway will be discussing in some detail the development of 
tne Pacific Northwest Power Act and his experience with the council. 


ROY HEMMI NGWAY 


Mr. Heamingway: Mr. Chairman, members of tne committee. I have worn 
four hats in government in the 10 years I nad service in the Oregon state 
government. First, I served in the office of the governor and wrote 
conservation and other energy-related legislation. I then served in the Oregon 
public utility commissioner's otfice and nad experience in the rate regulation 
end; tnat is sinilar to your Ontario Energy Board. I worked to lobby the 
Pacific Northwest Power Act in Congress for the four Northwest states and I 
haye served for five years on the Northwest Power Planning Council. I declined 
to’ seek reappointment in January of this year, feeling that 10 years in this 
business was probably enough tor anybody and it was time to try something else. 


First, I would like to give a little packground on the Pacific Northwest 
-and the power act, then to talk about the requirements of the act as it 
applies to the power planning council and tnen to talk about the plan we have. 
developed. If you Like, I can go into more detail on tnat plan in the question 
period. I will not be talking about how that plan is executed by Bonneville 
and the utilities. Tne next witness, mr. Hickok, from the Bonneville Power 
Administration, will pe talking about the operational side. I will concentrate 
exclusively on the planning side. | 


The Northwest Power Planning Council in Bonneville serves four states, 
Idano, Uregon, Washington and the western side of Montana in the Pacific 
Northwest. Geographically, it is a relatively isolated region of deserts with 
mountains surrounding it. Its population is close to that of Ontario, 8.4 
million people. It nas about 5,300 annual heating degree days which 1 
understand is close to your average as well. 


Installed generating capacity in the region, including federally owned, 
puolicly owned and privately owned, is 41,000 megawatts. Hydro makes up the 
Capacity side of tat, the great bulk of 35,000 megawatts. In terms of total 
energy generated, about 7U per cent of the electric energy in the Pacific 
Northwest is generated by hydro, the rest by thermal. The capacity--the peaks 
are met very much by hydro. Very little of the peak capacity is in the thermal 
systen. 


Total consumption on average is about 15,000 megawatts of that 41,000 
installed capacity. The residential sector makes up about one third of that 
consumption. Ihe average household uses about 14,000 kilowatt-hours a year. 
Comnercial and industrial irrigation sectors make up the rest. That 14,000 
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kilowatt-nours a year represents about a 50 per cent saturation of electric 
resistance heating in tne Pacific Northwest. About 50 per cent of the houses 
use resistance heating. 


I will provide a little background on how the system is broken up. It is 
dirferent from yours. We nave privately owned utilities and publicly owned 
utilities. The bulk of the retail delivery is through privately owned systems, 
about 7,100 megawatts. Publicly owned systems, primarily in the state of 
Wasnington, deliver 5,600 megawatts. Bonneville serves about 10 industrial 
customers directly. These are primarily aluminum reduction plants--very high 
consumers of electricity, very high load factor customers--that Bonneville 
serves directly. 


Taere is quite a bit of diversity within the region. There are over 115 
publicly owned utility systems, with a range in size tnat I will get to ina 
moment, and nine investor-owned utilities. By and large, the investor-owned 
utilities nave a good deal of their own generation. Most of the publicly owned 
systems do not have their own generation and depend entirely upon the 
sonneville Power Administration for their power supplies. 


A handful of the publicly owned systems have their own generation, such 
as Seattle, which relies entirely on its own generation. The largest system in 
tne Nortnwest is Pacitic Power and Light and the smallest system is the city 
of Minadoka, Idaho, witn only 55 customers. There is a great deal of diversity 
in tne Northwest. 


Kkésidential retail electric rates in the region average US3.4 cents per 
kilowatt-hour. That ranges from about five cents on the hign side to about one 
cent on the low side of the net rate, best utility, in the region. 


I want to talk now about the Pacific Northwest Power Act and what it 
requires of the Northwest Power Planning Council and of the Bonneville Power 
Adninistration. First, I want to give you a little background as to why the 
act was passed in 1980 by Congress. 


In the 1970s all the utilities in the Pacific Northwest were projecting 
that in the 1980s the Northwest would be in a deficit situation and we would 
nave very supstantial shortages into the 1980s. Tnat has turned out not to be 
true, but it was tne shared wisdom in the 19/0s. 


In the late 1970s new plants were very much stalemated in the public 
process, and it was an extremely frustrating period for utilities. Any plant 
they proposed was stalled in the regulatory process through protests and 
lawsuits, and very tew new plants were actually built. A lot were proposed but 
very few were built. 


Those that were built caused rates to go up quite a bit, particularly in 
the privately owned systems. Rates were sometimes rising at a rate of 25 per 
cent a year or greater within some utility systems. When you have a cheap 
nydro system and you begin adding thermal to it, the inevitable result is 
increased rates. There was a widespread public perception that a new energy 
policy in the region was needed and that there was too much reliance on coal 
and nuclear plants for meeting the Northwest energy future. A public movement 
was beginning that atfirmed we needed to move more into conservation and small 
renewables. 


All these factors led to a low level of public confidence in utilities. 
Tnose opinion polls that were taken showed tne utilities came low on the scale 
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of institutions that were to be trusted. Utilities were looking for an 
Opportunity to break from the past, to enter a new era where they could have 
better relations with their customers. 


Finally, the dams on the Columbia River, wnich had been the great 
supplier of power for tne Pacific Northwest, had a terrible effect on the 
dramatic, storied runs of salmon and steelhead in the Columbia River. The dams 
were not tne only cause, but they were a very significant cause. Any time the 
Congress was going to deal witn the Northwest energy picture, it was almost 
certainly going to deal with trying to restore the fish as well. 


ir. Hageserty: How many nuclear plants are in your grid? 


Mc. Hemningway: In our grid right now there are two. Originally 
something Lixe a dozen were planned. 


Mr. dagzerty: Tnere were a dozen planned? 


Mr. Heurningway: Yes. There are actually three; one defence reactor 
tnat produces electricity is operating as well. 


Mr. Haggerty: The other nine are mothballed? 


Mr. Hemingway: Two are motnballed and the rest either did not get 
off tne ground or were terminated. In the Northwest tnere has been about US$7 
billion spent on nuclear capacity that is either mothballed or in terminated 
plans. 


Mr. Hagzerty: What was the reason for terminating? Was there no need 
for them! © oe, 


Mr. Hemningway: The factors were need, the rising cost of nuclear 
compared witn alternative generation and the regulatory difficulties the 
utility was naving in getting the plants approved. 


Tne Pacific Northwest Power Act made four basic changes in tne law. It 
greatly expanded the authority of tne Bonneville Power Administration. 
Previously, Bonneville had autnority only to market or sell power from the 
dams and a handful of other thermal plants. It acquired authority essentially 
to become the regional power wholesaler in the region, similar to the role 
Ontario Hydro plays, but Bonneville previously did not play that role. The 
thougnt under the regional act was that most utilities would put all their 
future load growtn upon Bonneville, and Bonneville would then develop the 
future power supplies through acquisition of power plants and through 
implementation of conservation and renewal-of-resource programs. Bonneville 
tnen would nave a greatly expanded role as a power wholesaler. 


Y:50-a.m. 


Tne power act created a regional electrical energy policy, putting 
conservation and renewables as a higher priority than conventional thermal 
plants. Probably more important, it mandated a least-cost strategy for the 
Pacific Nortnwest in general and for Bonneville in particular. 


It mandated a fish and wildlife restoration effort on the Columbia 
xiver. [ will not be spending any time in my presentation today on that 
progran, but it should be mentioned that the policy the Congress put here was 
not one of trying to balance fish and wildlife against power. The mandate is 
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tnat tne fisn and wildlife must pe restored to the extent they were damaged by 
tne dams. The only cap on that is if that restoration effort renders the power 
system uneconomical and inefficient. It is a dramatic change in policy. 


Finally, the Pacific Northwest Power Act created the Northwest Power 
Planning Council, which was formed in 1981. 


mr. Cureatz: Has anything happened on a practical basis for the 
restoration ot tne wildlife? 


ir. Hemningway: Yes. Bonneville is spending about $30 million a year 
on its restoration effort. Tne regime of the river, the flow rates that have 
peen programned for it, have been altered to provide a greater spring flow 
down tne Colunbia River to aid the juvenile salmon that otherwise might linger 
in tne reservoirs. Tnat derates the Columbia River by the equivalent of about 
a coal plant. It is a significant change. During the surplus, that has not 
affected the system very much, but when the surplus runs out the Columbia 
River will nave about one less coal plant's worth of capacity. 


Mr. Cureatz: Wnat about fish ladders? 


Mr. Hemningway: Fish ladders are in place. The program is trying to 
make them more efficient. Tne problem as we perceive it today in the Northwest 
is not so much the upstream migration of the adult fish but the downstream 
migration of tne juvenile fish which tend to go through the turbines on the 
dam and get killed. Witn eight dams on the Columbia and Snake River system, it 
is possible for 1,000 fish to start at the top and only about 200 come out at 
tne bottom. If the etficiencies of the bypass systems can be improved, we 
anticipate tremendous increases in the numbers. returning. 


Tne Northwest Power Planning Council is made up of eight members, two 
from eacn ot the Northwest states. The unique aspect of this arrangement, 
under tne United States Constitution, is that they are appointed by the state 
governors. No other institution in the American constitutional framework which 
nas a state-appointed body exercises authority over a federal agency. There 
nave been constitutional questions about such an agency, and I am pleased to 
report that last week the ninth circuit court of appeals in San Francisco 
ruled tnat the power planning council is a constitutional body and can 
exercise its authority witn respect to the Bonneville Power Administration. It 
is likely that case will go to the US Supreme Court for final resolution. 


Tne council has two basic obligations. It develops the 20-year power 
plan on which I will spend the rest of my presentation. It also develops the 
tish and wildlife restoration program which Bonneville then has the primary 
obligation to implement. Under law, the power planning council must operate in 
public and involve the public in all its deliberations and all its work. Our 
public involvement program is extensive. It involves not only the utilities, 
the industries and suppliers, but also it tries to involve the general public 
to the extent it is possible. 


Finally, the council is funded by the Bonneville Power Administration 


with a slight surcharge on Bonneville rates. Tne council has had a budget 
ranging between US$5 million and US$6 million in its five years of existence. 


The act requires that the power plan contain a number of things. When 
tne plan is in effect, all major acquisitions, those over 50 megawatts, must 
pe consistent witn the plan. If Bonneville chooses not to acquire through the 
pian, tne only alternative is to go back to Congress and get separate 
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authorization. It is likely to be a very difficult course politically and will 
not take place. 


Il should mention that states and utilities retain the authorities they 
had under the original scheme; that is they are not required to go through the 
Bonneville Power Administration when they build a plant. They do not have to 
place new load on Bonneville; they can serve their own load directly. 


However, it is likely that utilities will want to use the Bonneville 
Power Administration for serving their new load growtns because of the 
tinancial benefits that can be obtained through using the financial guarantees 
that tne Bonneville Power Administration can provide. Northwest utilities, 
particularly arter the Washington Public Power Supply System debacle, are not 
in the best financial shape compared to other utilities and their ability to 
finance on the open inarket is not as great as other utilities. 


Tne power plan mandate is required to contain a least-cost strategy and 
I will spend a good deal of time on that. Finally, the power plan is required 
to treat conservation as a power resource. It is not a resource that a utility 
nas complete control over, like a coal or nuclear plant, but we are to plan 
for it as a resource and to plan the programs that the Bonneville Power 
Administration and the utilities are to implement to get that conservation. 


I will move to what the power plan itself contains. The Northwest Power 
Planning Council developed the first power plan within the two-year 
reyuirement after tne formation of tne council in 1983 and just recently 
completed a revision of the power plan in 1986. I have brought copies for the 
menbers ot the committee and tney will be passed out at the conclusion of my 
presentation. 


Tne elements I think are significant in the power plan that I would like 
to talk to you about today are tne range forecast rather than the single-line 
forecast that the councils use, a flexible resource strategy rather than a 
single resource strategy, model conservation standards for new buildings and 
tne action plan. I will be spending the bulk of my presentation.on the first 
two items--the range forecast and the flexiple resource strategy. 


Model conservation standards are mandated by the Pacific Northwest Power 
Act. The council is to develop these standards for recommendation to the 
states and utilities for new comercial and residential buildings. The 
standard used is to be that these buildings must have conservation investments 
in them tnat are at least equal in tneir cost-effectiveness to a generation 
investment made by the utility. 


Tne action plan is an invention of the council. It lays out the action 
items that the region must undertake in the next five years if it is going to 
pe able to meet tne flexible resource strategy that the council has developed. 
The action plan contains about 100 different detailed items and I will not be 
zoing into very many of those this morning. 


{ would like to talk now about the forecast. Planners love to talk about 
forecasts because everyone loves to talk about the tuture and speculate about 
the future, but when you pull apart a forecast, even tne most sophisticated 
econometric forecast, you will find it is made up of a number of elements. 


You will find it is made up of economic assumptions about how the 
economy and major industries within the economy are going to perform in the 
forecast period. They are made up of demographic assumptions, that is 
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assumptions about things such as how many people will move into a region, how 
inany children people will have, how many women will be in the work force, when 
people will retire and those kinds of assumptions. Finally, there are 
assumptions about competitive fuels and their prices and the ways that those 


fuels compete witn electricity. 
10 a.m. 


Tne point to notice here is when we start looking inside a forecast, a 
utility forecast or anybody else's forecast, you will see it made up of these 
elements. Whether you have done any forecasting or not, you know just from 
reading the newspaper tnat no one can predict with any accuracy at all what is 
zZoing to happen in those items. If you could predict within an accuracy of one 
tentn of a percentage point or even one percentage point what is going to 
nappen in those items in the next 10 years, you would be making a fortune in 
the stock market or doing something other than utility planning. 


fne economic, demographic and fuel price assumptions are essentially 
unknowable. The best we think we can do is to establish a range within which 
those individual factors are likely to vary. It is for that reason that the 
Northwest Power Planning Council has refused to put out a single line forecast 
or even to say that there is a most probable forecast. It has also refused to 
forecast, as used to be done, down to two and more decimal points, because 
that is just creating accuracy where there is none. 


The council has developed a forecast with a high and a low. The high 
represents very robust economic growth for the Pacific Northwest, the kind of 
economic growth that went on during the 196Us and early 1970s. That forecast 
assumes that kind of growth will continue on into the late 1980s and into the 
1990s. Tne low represents a continuation of the recession in the natural 
resource based industries of the Pacific Northwest. This is an enormous range, 
even though the high is really about the point that I understand Ontario Hydro 
is forecasting as their medium line. 


. Even with only a 2.5 per cent variation between the low and the high, in 

20 years we nave a difference of more than 10,000 megawatts between the low 
and tne high. Tne consequence of that 10,000-megawatt difference can be 
enormous if you choose to go rigidly with one line or another rather than to 
develop a resource strategy that will meet the range as a whole. Say you build 
to the high, and it turns out you end up with tne low. You have 10,000 
megawatts of excess capacity that ratepayers are going to have to pay for in 
any event. If you decide you are going to meet only the low, you may be in 
severe deficit in the future. 


The council's plan is to try to develop a resource strategy that avoids 
the pitfalls on eitner side of this ridge, that avoids the pitfall of 
developing too few resources if load turns out to be high and déveloping too 
many resources if the load turns out to be low. The council's strategy is a 
flexible resource strategy. There are some concepts the council has developed 
that I would like to spend a little time with you on, because understanding 
these concepts is key to understanding the power plan the council has 
developed. 


The first is the concept of flexible resources. If you knew what your 
load was going to be, you would not care about the size of the plants that 
were going to be built or the lead times of those plants. You would build to 
that forecast, and you would choose the cheapest resource, no matter how big 
it was or how long it took to build. Since you do not know what your future 
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load will be, you must inevitably favour resources that have shorter lead 
times and smaller increments, if there is not a tremendous cost to management. 


The central planning mistake the Pacific Northwest made in the 1970s was 
assuming it knew what the load was going to be and building nuclear plants to 
meet tnat load. Not only were the nuclear plants more expensive than was 
anticipated--forget about that side--but also, once they were started and the 
costs began to be sunk, we were not going to get a kilowatt hour out of that 
investment until we had gone billions of dollars of investment further into 
that plant. As a result, the utilities were faced with this terrible cnoice 
nalfway through a nuclear plant program, "Do we write off a billion dollars 
worth of investment or continue to sink further billions into these plants?" 
That is inevitably a bad choice for utilities to have to make. 


Nuclear is probably the tne worst resource of which one can conceive in 
its flexipility. On the other hand, conservation is the ideal resource in 
flexipility. Its lead time is relatively short. We do not know precisely how 
lony it takes to gear up a conservation program but we know it is probably in 
the tnree-year to five-year range, ‘starting from scratch, compared with the 
17-year lead time for the nuclear plant, and it comes in very small 
increments. Insulating a home results in about half a kilowatt of additional 
savings to the system. You can compare that with a nuclear plant which cones 
only in an increment of about 800,000 kilowatts. 


_ Tne council has developed the concept of options to deal with generating 
resources to increase tneir flexibility. Options is a simple idea. When you 
tnoink you might need a plant, around the time when you can look at your high 
forecast and say, ''It that results, we are going to need a plant," you begin 
tne siting, licencing and design process, which take anywhere from one third 
to one half the time it actually takes to build that plant. By the time you 
get tmese processes completed, chances are you are not on the high forecast 
and do not need to build the plant imnediately. We have said that plant should 
be put on the shelf and the construction delayed or held. That is essentially 
the options process. You spend relatively little money to get the farthest 
down the road that you can before you have to start spending the big dollars 

for construction. 


Another type ot option is to actually build the plant. You may end up 
doing tnis even witn the first option I described and find out the need is not 
tnere. Then we would sell the output of that plant out of the region, probably 
at a loss for a time, until it was needed in the Northwest. 


A third concept which is key to understanding the planning is capability 
building. I am sure Mr. Hickok will spend time talking about this concept. We 
know you cannot gear up a conservation program at the snap of a finger. It is 
certainly true that there are some resources in conservation and renewable 
sources, particularly outside the residential sector, about which we do not 
know a lot and need to learn something more. We need to learn what kind of 
programs it takes to bring that resource out of the economy and to find out 
how mucn we can really count on. For that reason, the council advocates 
puildiag capaoility, even during the surplus: running pilot programs, 
acquiring sone conservation kilowatt-nours and some renewables so we can learn 
and be ready to implement when loads pick up and tne deficit situation cones 
on again. : 


Finally, the new concept of lost-opportunity resources is in the council 
plan. There are some resources you want to acquire, even during the current 
Surplus, because they are so cost-advantageous. One of these is the energy 
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savings that can come in new construction. You can acquire twice as much 
energy at half the price by building a house correctly in the first place than 
if you try to go back later and retrofit that house in a conservation program. 


TOS 10a is 


For this reason, the council has said that the model conservation 
standards, for instance, in new residential buildings, is the highest priority 
for the region to implement in the next few years. Another lost-opportunity 
resource might be a cogeneration resource in an industry that is going through 
a plant modernization. You will not be able to sell cogeneration within an 
industry tnat is not prepared to shut itself down and to put that capital 
retrofit in place. You will nave to use their window of opportunity and not 
the utility's window of opportunity. Therefore, there may be lost opportunity 
resources we want to acquire, even during the surplus. 


Now I want to give you a brief gallop through the resource plan that we 
nave developed. If the high loads result, this is what the resource plan looks 
like. Conservation makes up the bulk of the early resources that would be 
needed in the northwest. Then there is a small amount of efficiency 
improvements in the bands themselves, and some electrical improvements. 


[here is a thing we call nonfirm strategies which uses more of the 
variability in the hydro system in tne northwest to our advantage. In a good 
water year, the hydro system in the northwest can produce 50 per cent more 
energy than it does in a bad water year. Usually, that water is used to 
generate surplus power which is sold in California or is spilled. We think we 
can make better use of that water through a variety of strategies. We do not 
think tnere is a lot of small hydro power that can yet be developed in the 
Pacific Northwest. 


Here was a critical decision the council had to make about what it puts 
in tne resource plan. In the resource plan, we put only things that we were 
nignly contident could be developed. You will notice there is no wind, no 
geotherimal and no solar photovoltaics. Until those become economic in today's 
world, they will not find their way into the power plan. For that reason, this 
is a quite conservative view of the future. 


There is probably more than 300 megawatts of small hydro power in the 
Pacific nortnwest, but that represents only retrofits in existing structures 
and irrigation dams. Until we know more about what is acceptable, it will not 
find its way in the plan. Similarly, there is relatively little cogeneration, 
about 500 megawatts. After that, the next resource of choice will have to be 
coal. 


[There is no nuclear in this plan for a couple of reasons. First, it does 
not fit very well into the flexible resource strategy. Second, it does not 
operate very well with respect to the hydro system when you truly model the 
nydro system. The cost of a coal plant is about nalf capital cost and about 
nalf fuel cost. A nuclear plant is about 90 per cent capital cost and about 10 
per cent fuel cost. Witn the variability we have in our hydro outfit each 
year, we can snut down coal plants and save about half the cost of that coal 
plant. However, it is not economic to shut down a nuclear plant. 


Mr. Haggerty: Based on that slide projection, how much of this 
depends on import of electricity from Canada? 


mr. Hemningway: None. Another one of those resources which might 
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later be reliable, wnich is not in this plan, is imports from British Columbia. 
Mr. Hagzerty: Are you not purchasing it now? 


Mr. Hemningway: Not in the Pacific Northwest. California is 
purchasing sone. It is attempting to purchase a good deal and run it through 
the transmission lines in the Pacific Northwest. 


Mr. Hagzerty: They run through Washington. 


Mr. Hemmingway: Yes, and Oregon. To say the least, the Bonneville 
Power Administration, with its own surplus, is not eager to allow British 
Columbia access to the only other market available, so there is a great deal 
of tension. 


Mr. Moore: Where do the two mothballed nuclear units come into this 
resource plan? 


Mr. Hemningway: Under the criteria that the Northwest Power Planning 
Council chose--tnat is, the resources had to be reliable and available under 
current conditions--it was our view tnat the two mothballed Washington Public 
Power supply System nuclear units did not meet those criteria, because 
financial and institutional difficulties have to be overcome before 
construction can be resumed on those plants. We think those resources are 
cost-effective and would fit in somewhere about where the nonfirm strategies 
cone in, but the institutional problems need to be resolved first. I can get 
into tnat in greater detail later wnen I talk about how we did the analysis. 


You can see how many resources were required for the high scenario. If 
you look at tne low one, for the next 20 years the Pacific Northwest needs no 
resources at all. Tne only reason this’ line slopes up slightly into the low 
scenario is that because we do not know what load will result, we program in 
tne pilot conservation standards for new buildings. That will produce some 
energy during the 20 years; otherwise, there is no need for additional 
resources in the low scenario. 


Mr. Snell: Are those econometric factors or is that partly 
controlled by using conservation methods? 


Mr. Hemmingway: No, the low pattern in the forecast is before we do 
any programs. That is the pure forecast without new conservation and without 
resources. 


Mrs. Grier: Is that a forecast based on end-use modelling? 


Mc. Henningway: Yes, it is end-use modelling in several sectors and 
econometric in the places where we have not yet done end-use modelling. In 
some places it is very difficult. 


In a more probable scenario, something like the medium high, the. 
resource strategy looks sometning like that. Interestingly, even with fairly 
robust load growth, we think we can avoid adding new thermal generation in the 
Northwest until some time around the turn of the century. We will not have to 
add coal until about the year 2000. 


Mr. Snell: Tne way it appears there, it looks as though conservation 
is almost base load, what you would call an alternative. We had presentations 


from the industry task force and the nuclear association indicating that 
conservation is a very poor alternative for base load. 
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Mr. Hemmingwey Each conservation item produces a different kind of 
reduction in load. We are a winter-peaking system in the Pacific Northwest, 
with a high saturation of electric neat. Almost all other United States 
electric systems are summer peaking with an air-conditioning load. We are very 
interested in reducing usage during the winter for space heating. For 
instance, we programmed relatively little agricultural conservation, 
irrigation conservation, partly because it comes at the wrong time of year. 


wir. Snell: Can you vary the peak from the low to the high season in 
your load factor? 


Mr. Hemningway: Our load factor is considerably worse than yours. It 
is somewhere around 60 per cent; I do not have tnat immediately in my head. 
fne worst day is usually the cold day in January at the beginning of the week 
wonen schools and everybody else begin to gear up. 


Conservation tnat is programmed in the plan comes from a variety of 
sources. We think the new residential model building standards alone can 
produce about the equivalent of a nuclear plant in the high case. Those are 
fairly aggressive changes in the way residences are built, and that is the 
sector about which we know probably most. 


The otner elements in there are probably quite conservative estimates 
because the power planning council was reluctant to project new technologies 
or extraordinary conservation savings when we did not have much experience. 
For sonething like manufactured housing, for instance, we are projecting only 
35 megawatts when about one quarter to one third of all new housing in the 
Northwest is manufactured. That is probably an extremely conservative 
projection of what is available. We believe close to 4,000 megawatts of 
conservation are available if the high-load case results: Of course, less 
conservation is available in lower-load cases because of less building 
activity and less economic activity. 


10:20 a.m. 


I want to review briefly the major policy items contained in the 
resource strategy of the 1986 plan. We urge that the region not acquire new 
resources during tne surplus. There is no need to go out and build a coal 
plant in advance of need any more than there is a need to begin major 
conservation acquisition efforts during the surplus. That has disappointed 
some manbers of tne environmental community who feel we must exploit the 
conservation effort now and have a full-tilt program to acquire conservation. 
It has also disappointed the packers of the Washington Public Power Supply 
Systen nuclear plants who would like to see the construction resume 
immediately. 


An exception to that rule of avoiding the resource acquisition is to 
acquire the lost opportunity of resources when they are cost-effective. The 
most cost-effective are the new building standards, which we think should be 
implemented as soon as possible. The new building standards should be 
implemented through new building codes, and if local jurisdictions are not 
willing to put those new building codes into place for their own political 
reasons, then the utility system should be ready to provide the subsidies 
which would cause those practices to become standard in the industry. 


The region should build capability in conservation and renewables. Mr. 
Hickok will talk about a lot of his activities in building that capability. 
the region should look to conservation first because it is the most flexible 
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and because it turns out to be the cheapest resource we have found out of all 
tne resources we reviewed. 


We should option generating resources when we begin to see the need in 
tne nigh forecast. If we nave 1,000 more megawatts of load growth in the 
Northwest, we should start to option a coal generating plant at that point. We 
will probably not need to build it very soon, but we should have it ready to 
build if the load continues to grow. We should build that generating resource 
only wnen it becomes clear, and we should build coal not nuclear, for the 
reasons I gave you earlier. 


Mr. Haggerty: What lead time can they plan on to build a plant? 


Mr. Hemmingway: We think it will take about four years to site, 
license and design a full plant, and four to five years to construct the plant 
once it goes before-- 


Mr. Haggerty: That is nine years then. 
Mr. Hemningway: We are looking at eignt to nine years. 


Mr. Ashe: When you consider coal in these, do you go.at all into the 
aspects of tne capital investment needed to make it a relatively clean coal 
plant? [ am talking about incorporating the use of low-sulphur coal, scrubbers 
or equivalent, etc. j 


wr, Hemningway: All these plants will be burning western US coal 
wnicn is relatively low in sulpnur and relatively clean. Nevertheless, all the 
plant costs we projected include wet scrubbers as the pollution control 
tecnnology. That is probably a conservative assumption because we hope by the 
time the plants are actually needed in the Northwest, something less expensive 
for acid gas control is available other than wet scrubbers, such as 
fluidized-bed combustion or other technology. 


As I said, the action plan contains about 100 different items to be 
iinplemented, but they break down into a number of categories. These are the 
main activities that the region should be undertaking during the next few 
years. The region should attempt to sell the surplus. We have a difficulty in 
selling tne surplus; that is, we do not know how long the surplus will last. 
If the hign load results, the surplus will last only a few years; if the low 
load results, it will last 20 years. 


Ideally, utilities should try to sell the surplus with a call-back 
provision of some kind. If that is not possible, they should try to err on the 
short side of the sale. As I said, the region should implement the building 
standards as soon as possible. We have urged that nuclear plants WPPSS 1 and 3 
be preserved, not built and not terminated. I will go into that in some 
detail. We think capability should be built in conservation and renewables, 
and if load grows about 1,000 megawatts, we should auction that whole plant. 


I will inove into tne discussion of the nuclear plant. We have run three 
Cases tnrough the models the council has developed. The first assumes we 
terminate tne plant right now. The second assumes we could hold that plant for 
15 years in its current state, spending about $12 million per plant per year 
to keep it from rusting away and to preserve the site and the licence, etc. In 
tne third case we immediately restart the plant. 


mrs. Grier: How much have you spent on it so far? 
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mr. Hemmingway: For tne two plants together, it is $3.5 billion, is 
it not, Mr. Hickok? Or is it as much as $5 billion? That is not on an exhibit. 
It is petween $3.5 billion and $5 billion. I can dig tnat out for you. It is a 
lot of money. 


Mr. Hagzerty: What is that in megawatts? 


vir. Hemningway: Peak at 1,250 and 1,240, average at about 800 
megawatts. American nuclear plants generally do not perform with the same 
passing factors as Candu reactors have done after they have 65 per cent 
capacity. 


In the computer, we ran these different scenarios through a variety of 
loads in a variety of water states over 20 years, up to 500 different cases, 
to see now they perform. We know if we have low load growtn and good water 
years in tne Pacific Northwest, we will have no need for future generation. If 
we Knew that was going to be the result, the best option would be to terminate 
tnose plants today. Un the other hand, we also know if we have bad water years 
and hign load growth, we will need those plants relatively soon. In that case, 
there would be great value in preserving them and starting construction as 
soon as we see the need developing. 


We nave a high value on the one end and a low value on the other, and we 
try to figure out whether, over all the possible cases we might analyse for 
tne future, that turns out to be a net value to the positive. It does; it 
turns out that preserving the first unit is a net value to the positive of 
apout $440 million in the Northwest in present value terms. Preserving both of 
them is about $630 million. 


Starting the plant immediately gives.us almost no benefit, actually a. 
negative one, less than zero. The reason is that there are a lot of cases in 
wnicn we can project we would not have load growth, we would have relatively 
good water, and as a result we would not need the plants at all. They would be 
of no benefit to the Nortnwest. Tnis kind of analysis, using these kinds of 
tools, will tell you whether a plant is useful without your having to know 
wnat the future will be. You do not have to know for sure what the load growth 
or water states will be. . 


Tne council opted for trying to preserve the plants for as long as 
possible. Tne best wisdom in the Pacific Northwest is that the plants can be 
preserved bota physically and in their licence ability with the federal 
government for as long as 15 years. We do not think they can be preserved 
after tnat; it is the longest time we have looked at. 


Mr. Cureatz: However, you anticipate using them between now and the 
15 years. 


Mc. Hemmingway: We anticipate doing nothing with the plants. These 
plants are 63 and 76 per cent constructed to date. Tney are now in a state of 
preservation. In fact, the roof is not even on the containment building on 
WPPsS 3. Very Little activity is going on in those plants right now. 


Tne council has recommended that even less activity go on; reduce the 
cost to a minimum preservation mode and hold those plants for as long as 
possiple. Do not terminate them, as some people advocate, but do not begin 
construction again either, until we can see that the load will actually be 
there. 
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wir. Cureatz: I did not make myself clear. What I meant was tnat the 
maximum amount Of time is 15 years. You could wait for 15 years and then start 
again, and everything would still appear through the computer printout? 


Mr. Hemingway : Yes. 


Mr. McGuigan: Wnat is the limiting factor on 15 years? Why would you 
go longer tnan that? 


mr. Hemmingway: We have chosen to go longer than that for a variety 
of reasons. Une 1s that tne utility itself, Washington Public Power Supply 
system, has not given us anything beyond 15 years. The council has made a 
judgement that the technology will start looking obsolete 15 years from now. 
Ine council could clearly be wrong on that. Tne technology could look obsolete 
in seven or LU years, or the technology may not be obsolete for 20 years. 


Mr. Hagzerty: You have an expenditure of $3.5 billion but you may 
end up with a higher expenditure in the next 15 years, maybe $4 or 5 billion. 


Mr. Hemingway: Yes. Just to hold the plants costs $1 million a 
montn per plant. Tnat is the preservation activity. To complete each unit 
would cost about Uspl billion each. The region has a vested interest in not 
completing those plants before the need is clear, because there is a lot of 
capital expenditure left to be put into those plants. 


mr. Hazperty: It is almost the same boat we are in with Darlington. 


Mrs. Grier: What about the economic impact on the areas where the 
plants are located of both tne decision to cease construction and the _ 
uncertainty of a 15-year attitude of thinking you may or may not gear up? 


mr. Henningway: Ihese two plants are not in the same place. WNP | is 
in Richland, washington, on the Hantord reservation where the first plutonium 
for tne atomic bomb was developed in central Washington. That is America's 
nuclear city. It has a variety of defence employment as its base, but it had 
an enorimous ainmount of nuclear employment there. They were constructing three 
nuclear plants tnere, WNP 1, 2 and 4. WNP 4 was terminated when it was about 
25 per cent complete. That was a severe economic impact. WNP 2 was completed 
and has been on line for one year. Construction there has stopped. WNP 1 has 
also stopped. 


There is no nuclear construction going on in that community, whereas two 
or three years ago three nuclear plants were being built. The economic impact 
in tnat community has been fairly high. In the US, nuclear workers are very 
mobile. They have always been mobile. They have tended to go from one site to 
another. They simply ended up being mobile a little earlier than they | 
anticipated in those communities. 


Mc. Hazgerty: In my first question to you at the beginning of your 
submission tnis morning, you indicated that nine nuclear plants were either 
motnpalled or cancelled. That is a pretty heavy expenditure for somebody to 
pick up the tab on. You have indicated there is no mention of nuclear in your 
future production of electricity within tnat grid. 


vir. Hemningway: Tne five WPPSS nuclear plants were the only ones in 
which concrete was actually poured. American utilities could spend up to $300 
million on a plant before they got to the point of doing anything onsite. 
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Mr. Haggerty: Why the cancellations? 


Mr. Henningway: 1 can use one example. Portland General Electric in 
Portland, Oregon, is planning a twin-unit, 2,500-megawatt-capacity plant in 
north-central Oregon, called Pebble Springs. That plant ran into extreme 
regulatory difficulty witn popular opposition from environmental groups in 
Uregon. ‘hey dragged out the hearings considerably. They won a lawsuit 
requiring tne hearings to start over again. By the time the utility got into 
tne second set of hearings, it realized the need was not going to be there for 
tne plant and the costs were now getting out of control. It decided to 
terminate the plant. 


mr. Charlton: Costly, slow hearings can sometimes have a benefit. 


Mr. Henningway: Yes. The president of that company will tell you 
confidentially that the bearded environmentalist who brushed off the plant is 
tne saviour of the company. 


Mr. Hazzerty: Wny would they get into gearing up nine nuclear plants 
and tnen, all of a sudden, find there was no need for any of them now, and 
tnat tney could get by for the next 10 or 15 years? What happened to the 
forecasting? What forecasting were tney using? 


Mr, Hemingway: At tne time the decision was made in the early and 
mid-1lY/Us to commence a major nuclear construction program in the Northwest, 
the forecast averaged 4.5 per cent to five per cent. You can see what a 
difference between zero and 2.5 per cent does over 15 years. We have 
experienced about one per cent to two per cent growth in the past several 
years. Ihe difference between that and five per cent is enormous. When you see - 
tnat kind of turndown fromthe forecast, a nuclear-strategy becomes hopeless. 
Ine plants do not become needed for, not just years, but decades. © 


Mr. Hagzerty: Who picked up the cost? Was it passed through to the 
customer ? 


Mr. Hemningway: That is a very significant legal issue in the United 
states. You may be aware that the largest default on a municipal bond issue in 
tne history of the US was the Washington Public Power Supply System. The 
courts found that the member utilities were not obligated to pay the 
$2.25-pitlion worth of bonds tnat had been issued on WPPSS plants 4 and 5, 
wnich were terminated. That default ineans that the people who hold those bonds 
essentially nave worthless paper. 


That is one reason the council said it is not possible to finance plants 
1 and 3 at tnis point. WPPSS does not have the kind of reputation in the 
financial market that would allow it to finance them at competitive rates. 


wr. Hazzerty: It does not have a triple-A rating? 

Mr. Hemninzway: No. It does not have a triple-A rating. 

Mr. Cnarlton: In terms of holding those two plants in the 
preservation inode, your proposed increments of additional capacity did not 
include any nuclear. Presumably, before you bring those two plants out of this 


preservation inode, you will put coal on Line. 


Mr. Hemmingway: Not necessarily. If you look at the medium-high load 
forecast, coal does not have to come on line until about 2000. If we assume an 
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eight-year planning and construction process and a four-year construction 
process for the coal, we do not have to make a commitment to build that coal 
until some time around 1995. The council and the region will be going through 
this planning process, which continues, and at some point the council and the 
Bonneville Power Administration may decide that these plants are financeable, 
that they are ready to go forward and can be put in ahead of the coal, because 
they are cheaper in our analysis than coal. 


10:40-aim. 


Mr. Charlton: Even with what you said earlier about the flexibility 
to cut back coal in high-water periods? 


Mr. Henmingway: They are cheaper only because about two thirds to 
three quarters of the costs are already sunk. We are talking only about the 
incremental cost of finishing and operating a plant. Knowing what we know 
today about the fickleness of forecasts and knowing how nuclear interacts with 
water in the Northwest--meaning that we cannot shut it down very easily when 
we have a good water year and capture economies there--no one in the Northwest 
would conceive of building a new nuclear plant. 


Mr. Haggerty: In other words, ali your planning is taking place in 
the Northwest grid. You have compared hydro power with coal and you have 
totally neglected nuclear. 


Mr. Hemmingway: New nuclear. 
’ Mr. Haggerty: You indicated that is because it was too expensive. 


Mr. Hemmingway: It is too expensive, too inflexible and it does not 
integrate well with the kind of hydro system we have in the Northwest. 


Mr. McGuigan: Going back to the 1970s when the decisions were made 
to put in the nine plants, you did not have the council in place at that time. 
I am assuming that various bodies made these decisions independently. 


Mr. Hemmingway: That is correct. 
Mr. McGuigan: You did not have an overall authority looking at it. 


Mr. Hemmingway: The primary reason Congress chose to create the 
council was that it felt it needed a region-wide, publicly accountable 
planning body. The Washington Public Power Supply System, in particular, was 
very protective of its independence. It did not feel it needed any public body 
over it. After all, it was a public body and members of publicly owned 
utilities sat on its board. In my opinion, the fact that those publicly owned 
utilities lacked the sophistication to analyse the plans of the supply system 
resulted in an extremely overambitious building program that proved to be a 
disaster. 


Mr. McGuigan: Is that the competitive factor where people say, ''Let 
us get our plant built before the other people get their plant built'’? 


Mr. Henmingway: Right. 


Mr. McGuigan: Was there not a fair amount of optimism in the 1970s 


about the Pacific Rim; that this was a market that was orewe up and you 
would be selling so much more stuff to the Pacific Rim? Would that not enter 


into it too? 
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wc. Henningway: There were two basic reasons that the five per cent 
forecast was wrong. Une was that they overestimated tne volume of economic 
activity. Tne Nortnwest is still very much in a recession because of its 
timber-based economy. It nas not experienced the boom tiat the rest of the US 
has experienced in the past tnree years. 


Probably more important, the forecasting technique used then simply did 
not assume that the use of electricity would level off as price increased and 
as saturation of electric appliances occurred in the marketplace. After 
everybody got colour televisions and electric heat, there was simply no place 
tor that to grow. As rates went up, lo and behold, electric planners 
discovered that electricity penaves like a lot of other commodities: as price 
goes up, consumption goes down. 


Wnen I first entered this business in 1975, the best planners for the 
best utilities were saying: ''Electricity is a unique commodity; it is a 
necessity. If the price goes up, the consumption will not decrease by very 
mucn.'' Tney were simply wrong. 


Mr. Chairman: Pernaps we should let Mr. Hemmingway complete his 
presentation. 


mc. Hemningway: I am basically finished. I can go into some of the 
details of the planning process and the models, but from the tenor of the 
questions, my guess is tnat is not where the committee would like to go. I can 
discuss that witn staff. 


Mr. Sarzent: I am sorry I was late getting here. What was the total 


puplic investment in WPPS5? 


Mc. Heamingway: The total public investment in WPPSS has been close 
to $/ billion, 


Mr. Sargent: What are the losses? 


Mc. Hemningway: Actually, it is more’ than $7 billion. It completed 
WNP 2 at a cost of about $3.5 billion. WNP 1 and 3 have had about $3.5 billion 
sunk in them so far and those are in mothballs. WNP 4 and 5 were terminated 
atter $2.5 billion was spent on them. 


Mr. Sargent: What would be the salvage factor? Is there any salvage? 


Mr. Hemningway: There is some salvage in equipment. If there were a 
better nuclear industry anywhere, some of the reactor components would 
probably be sold. We estimate that there is probably close to a zero or 
negative salvage value; that is, the cost of restoring the site, putting the 
site back to sometning that we could leave for generations, equals tne amount 
we could get from tne salvage savings. 


Mr. Chairman: Can I interrupt for one more second? It is a technical 
matter, Mr. Henmingway. It is difficult to pick up your answers and Mr. 
Sargent's questions when they are all focused that way. I wonder whether you 
could take a seat pack here. 


Mr. Heimnningway: I would be happy to. 


Mc. Chairman: Thank you very much. 
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mc. Hemningway: Maybe I can turn the lights on then. 


Mr. Chairman: You can be comfortable and we can hear Mr. Sargent's 
every word. Carry on. 


Mr. Sargent: Is Hanford the biggest nuclear dump in the world? 


wr. Henningway: Right now, it probably has more nuclear waste there 
tnan anywhere else. It has had more separate reactors there than anywhere else 
in tne world; defence production reactors and test reactors primarily. 


Mr. Sargent: Is there any veracity in Myers's statements in his book 
nrOollover? Have you read that book? 


mr. Hemningway: No, I have not read that book. 


mc. Sargent: dave you heard that they are going to dismantle a silo 
on a reactor on the east coast, transport it by freighter through the Panama 
Canal and bury it at Hanford? 


Mr. Hemningway: Yes. 
Mr. sargent: Is that really going to happen? 


Mr. Heamingway: It nas happened in other cases. Tne US base in the 
Antarctic had a small reactor wnich was dismantled. Its parts were shipped to 
tne Northwest and buried at Hanford. Those are not extremely radioactive parts 
such as tuel itself would be, but they were still radioactive enough to 
require disposal. 


Mr. Sargent: Do you have enough information on the construction 
format ot Darlington to say tnat could be salvaged for cogeneration or 
pyrotoam? 


Mr. Henningway: I do not have enough information. 


mes. Grier: Is tne nuclear waste disposal facility at Hanford seen 
as a permanent disposal site or is it a holding facility until more permanent 
disposal comes along? 


Mr. Heomingway: All the defence production wastes are stored at 
Hantord, and there is not yet a permanent disposal site for those wastes. The 
civilian production wastes are stored onsite in the spent fuel storage pools, 
as they are at tne Canadian units. Tne US is going through a very lengthy 
process right now to try to select two disposal sites; one in the east and one 
in tne west. Incidentally, Hanford is one of the candidate sites for that 
permanent disposal site. 


Mrs. Grier: I see. The way it is stored now is not seen as being the 


ultimate disposal. 
Mr. Hemningway: That is correct. 


Mc. Cnarlton: Can we go back closer to the start of your 
presentation where I think you said there were 41,000 installed megawatts? 


Mr. Hemmingway: Yes. 
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mr. Cnarlton: Tne average load was only 15,V00. 


Mr. Hemingway: That is correct. 
10:50 a.m. 
Mr. Cnarlton: What is the peak load in the Northwest? 


vir. Hemningway: I do not have that immediately. | EhinkeLe-¥S 
between 25,000 and 30,000. We have a very high surplus of peak capacity now 
due to the construction of additional units that were relatively cheap to 
install on many of the Columbia River dams. When we have overgeneration for 
the Northwest, we can often sell the power south to California. In recent 
years, the Northwest nas served up to 20 per cent of California's needs. 
California is a huge market with 23 million people. 


Mr. Charlton: I would like to go back to a question raised earlier 
apout Conservation appearing, in the way you are planning the program, to be a 
major vase-load contribution. I took from what you said, and I would like to 
clarify it, that tne estimates of conservation are fairly conservative at this 
point in a nunber of areas other than new residential hones. 


Mr. Hemningway: Yes. 


mc. Chariton: As you move out and identify additional realistic 
conservation in terms of end uses and so on, is it likely that plan is going 
to cnange significantly yet again? 


Mr. Hemningway: My opinion is it is likely, particularly in the 
commercial and industrial sectors, there is more conservation that can be 
optained cost-effectively than is contained in those numbers. For instance, in 
the industrial sector the council used only replies from a survey of major 
industrial customers in the Northwest, asking them what they would conserve 
given a certain level of incentive. Since we have not begun to experiment with 
incentives in tne industrial sector to any great degree, my guess is that once 
these programs get up and running, a lot more conservation will come out of 
that sector. They are certainly not operating at maximum efficiency now. 


Mc. Charlton: I have a question based on the political performance 
we have seen in Canada in the federal and provincial jurisdictions being able 
to come to a consensus around a legislative approach to a number of things we 
nave been debating over tne years. Presumably the legislation that was passed 
to create tne Northwest Power Planning Council nad to be passed by all four of 
the legislatures involved. 


Mr. Hemningway: The original legislation was passed by the Congress 
of the United States. It affects primarily the authorities of the Bonneville 
Power Administration, which is a federal agency. Under our federal system, 
that legislation said that if tne states chose to adopt this format and to 
appoint members of the council, then this agency, the power planning council, 
would be created. All four states chose to do that and gave their governors 
legislative authority to make the appointments. 


mc. Cnarlton: Presumably the four states all chose to opt in to that 
because of the magnitude of the situation that faced then. 


Mr. Hemmingway: Yes, and because it enhanced their authority. They 
now have a Significant ability to influence events that happen in the electric 
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production sector, wnereas previously those were decided more by utilities and 
by Bonneville, the federal agency, over wnich they had relatively little 
control. 


Mr. Charlton: You mentioned during your presentation that the 
Northwest Power Planning Council favours diversity in its approach to both 
planning and additional capacity in terms of how it looks at the resource 
options. Presumably you came to that conclusion for some reason. What has your 
study snown in terms of the risks of relying too heavily on a particular 
tecnnology? 


Mr. Hemningway: We did not look at it much from a risk standpoint of 
relying too much on a particular technology because we saw that conservation 
was our first resource of choice. If we rely too much on any one resource in 
tne region, it is projecting that we can actually build those coal plants once 
conservation and those other resources are exhausted. 


By that time there may pe more acid gas restrictions on building coal. 
There may be the kind of popular reaction against coal that existed against 
nuclear in tne Us or there may be greenhouse-effect concerns about coal. 
viversity was not something that we looked for. It was something that resulted 
from ending up looking at resources from the back end, looking at conservation 
first and renewables next. 


You have toucned on a significant problem. For instance, suppose the 
Nortnwest had been successful in building nuclear plants, even assuming the 
plants had been needed, and Three Mile Island or something similar had come 
along and those nuclear plants all had to be shut down. Then the Northwest 
would nave been in a severe pickle in meeting its electric needs. 


Relying on one technology for meeting all its load growth puts a region 
into a potential situation where it may operate well for a while, then 
sometning may happen and suddenly it is into a very severe problem. The 
diversity question is very similar to the load growth question we face. If you 
can predict wnat tne future is going to be, it is very easy to plan, but 
planning is trying to deal with the fact that you cannot predict what the 
future is going to be. 


Mr. Sargent: In the last two years we have faced retubing in 
Pickering, and the cost to retube is $1 billion. Now in Bruce we have a 
similar thing they cannot nail down, and we may be facing another $1 billion 
there. In establishing rate cost, do you figure in the debt retirement cost, 
tne operating cost and the cost of dismantling and finding a waste storage 
answer? Is it tair to say that the rate structure should have all those 
factors involved in it? 


Mr. Hemningway: Yes, and the projections we used on the costs of 
those plants did include dismantling costs, but they are so far out in the 
future that when you bring them down to the present value they do not look 
very Significant. 


Mr. Sargent: The figures do not mean anything. 
itt. Hemningway: One of tne decisions we had to make with respect to 


analysing nuclear was similar to the question you have with your Pickering and 


Bruce units. In the older nuclear generating plants in the US, we use 
primarily tne pressurized water reactor technology and not the boiling water 


technology. In the pressurized water reactor there is a steam generator, which 
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is a significant element of tne plant where the water from the reactor heats 
other water which turns to steam and drives the turbine. That heat exchanger 
is a very complex piece of machinery, and in the older reactors those steam 
zenerators have started to fail much earlier than anticipated. 


vic. Sargent: Do you figure the cost of this as $1 billion? 
li a.m. 


wir. Hemningway: That is close to the cost of replacing steam 
zenerators in a modern nuclear plant. We nad testimony primarily from the 
antinuclear groups, which said we should include replacement of steam 
generators in the cost of nuclear units after 15 years. 


We chose to believe the industry itself and say we think the generators 
can last the lifetime of the plant. They claim they have solved tne problems 
tnat caused the steam generator failures in the earlier plants. That was a 
relatively safe assumption for us to make because we did not program in any 
new nuclear anyway. We are only dealing with two nuclear plants that are left, 
and tne steam generator issue did not make or break the cost-effectiveness of 
tnese two plants. 


Mr. Sargent: The Atomic Energy Control Board and Atomic Energy of 
Canada Ltd. are our regulatory bosses--in quotes, question mark. You have the 
Nuclear Regulatory Commission and INPO, the Institute of Nuclear Power 
Operations, as inspectors keeping you in a straight line. Are they active on a 


daily pasis in each nuclear plant in the US? 


vic. Hemningway: I am not intimately familiar with the operations of 
NKC in nuclear plants. I have not been on the operations side. My impression 
trom reading the reports, however, is that they are active on a daily basis. 
My understanding is the NRC now has a person on site in every plant. 


Mr. Sargent: They tell us, and you probably have the same problems, 
tnat by 1990 they are going to have some geological rock formations in the 
mountains somewhere and they will be able to put the nuclear waste in caves in 
glass caskets sealed with gold. It has to be gold to give permanency, and 
tnere is no way we Know tne cost involved. Are you on the same track? By 1990 
will you have a place for waste? 


Mr. Hemningway: Under the act passed a couple of years ago the 

federal government is in the process of selecting permanent waste disposal 
sites, one on the west side of the country and one on the east side. They must 
make a decision by 1998, which gives some idea of the level of complexity that 
is thought to be involved in that decision. There are currently three sites in - 
tne western Us under consideration. A final environmental impact statement 
will very snortly be written on those three sites. Hanford, Washington is one 
of them, and there are also sites in Nevada and Texas. 


mr. Sargent: You probably read the cancer downwind reports about 


Hantord in the Spokane papers? 
Mr. Hemmingway: Yes. 


Mr. Sarzent: We have an unusual number of cancer deaths in my area 
of Grey-Bruce, and there are progressively more all the time. It is an 
acknowledged public fact that the downwind cancer deaths are written about 
many times in the Spokane papers. Does that carry any weight with the NRC? 
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Mr. eu news : I know tne NRC has looked carefully at the 
epideniological studies. Tneir conclusion, so far, is that they cannot draw a 


conclusion tnat anything from a nuclear generating plant nas caused any 
additional cancer. At Hanford the great bulk of radiation that occurred there, 
particularly the radiation releases to the atmosphere, has come from 
detence-related reactors, not from the one civilian reactor there in WPPSS 2. 


mc. Sargent: In closing, you nave probably seen the scores of 
pictures of animals born in the field with no heads or no legs. The nuclear 


factors of Hanford are blamed for causing tnat in the fields in that area. 
Thank you for your time. 


Mr. Moore: The plan you produce every two years that you provided to 
members of the committee is the official plan for the electricity system in 
tne Northwest. Is that correct? 


Mr. Hemningway: It is the official plan for the major acquisitions 
tor Bonneville. Utilities are not required to go through Bonneville but we 
imagine they will. There are other ways to make tne plan enforceable upon 
those other utilities tnrougn tne public utility regulatory process in the 
individual states. 


Mr. Moore: Could you give us an outline of the resources that are 
put towards the development of the plan? 


Mr. Hemningway: The council has about 40 professionals. They are 
divided among different divisions and there have been about 10 to 12 
professionals devoted to the power planning effort. 


vir. Moore: And what sort of dollars? 


Mr. Henningway: Their budget has probably been around $1 million a 
year. We started out with relatively high levels of consulting activity to 
nelp build these models. Now that they are built, more of the work is being 
done on staff and tne budget is coming down. 


mr. Snell: Mr. Hickok, here we have had-- 


Mr. Hemmingway: I am Mr. Henmingway. 


Mr. Snell: I am sorry, Mr. Hemmingway. Mr. Hickok may also be 
addressing the question I have because it has to do with your surcharge on 
customers that do not abide by certain conservation guidelines. The comnittee 
mignt be very interested in that because we have had lengthy discussions on 
concerns about customer equity, ratepayer equity, freedom of choice and the 
resistance to changing behaviour of the customers. 


Tnese are all brougat out as things that limit the potential of | 
conservation nere or at least increase the scepticism within the utility about 
tne effectiveness or attractiveness of conservation. I am interested in the 
rationale benind it, how you get away with that and how it is imposed on 
customers wno do not follow guidelines and are actually assessed a surcharge. 


Mr. Hemningway: The thesis behind that provision in the power act 
was tnat customers who do not use energy efficiently and utilities which do 
not undertake programs to cause their customers to use energy efficiently are 
imposing costs on everybody else in tne region; therefore, they should 
contribute a greater amount to the electric revenues in the region than those 
who are using energy efficiently. 
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The surcharge provision requires that a minimum 10 per cent surcharge be 
assessed against those utilities in jurisdictions that have not implemented 
the building codes. That has not yet been imposed upon any utility system. We 
toink we can avoid imposing it upon any utility system through the incentives 
that Bonneville Power Administration makes available and other things; 
essentially, by making them an offer they cannot refuse. 


Mr. Snell: 1 find it interesting because we had a conservation 
progran that was offered in municipalities, and 18 of 320 took it up. We nave 
that kind of problem mere with take-up in conservation. 


My next question has to do with your options approach and what 
implications it had for public review, going through the approval process for 
an option and tnen not shelving it but putting it on hold per se. I am 
interested in the implications of the public review process. what would happen 
it puolic opinion changed in the interim? How would you get away with that? 


mir. Henningway: With respect to coal plants, the states have the 
primary regulatory authority. The question is whether a state would sign off 
at the time that tne plant is sited, licensed and designed and then never go 
pack and look at tne plant again when construction started. 


Most of the states have said, 'We are prepared to grant a limited shelf 
time, three to five years, during which we will not take a second look at the 
plant.'' After that time, you are going to see more inclination to take a 
second look at the plant. Since we are quite a way away from needing our first 
option on a coal generating plant, we do not have firm guarantees from the 
individual states, but tne siting bodies have told us that they feel the 
tnree-to-five year time ts about appropriate. : 


11:10 a.m. 


Mr Sneli: My last question has to do with tne mothballing of the two 
nuclear units. In Ontario, one of: the important rationales for continuing with 
the last two units of tne Darlington nuclear generating station is that if it 
is brought on and there is a surplus at the time, it can retire more expensive 
generating facilities. Is that a factor in the Northwest? 


mc. Hemmingway: No. We do not have more expensive generating 
facilities that could be retired. There is no oil or gas generation which is 
base loaded. California, for instance, is going through that activity. It is 
not retiring imore expensive units, but it is retiring units that are causing 
air pollution in significant air-pollution basins through the use of bringing 
nuclear on Line. 


Mr. Snell: Another inothballing issue is the potential and lead time 
ot conservation. That probably would be more appropriate for Mr. Hickok. 


Mr. Hemingway: I think Mr. Hickok will cover that in some detail. 


_ mr. Cnarltoa: I have one last question. You have been going through 
a fairly substantial process of cutbacks in federal programs. What kind of 
impact has that nad on your planning process in tne Northwest? 


Mr. Heamingway: Tnis had no impact on planning because we believe 
when the time comes, the federal government will see the wisdom of making the 
funds available for Bonneville to be able to do the borrowing, or else will 


change the law to allow local utilities to do the borrowing or Bonneville to 
porrow directly in the financial markets. 
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Tnere nave been some problems in the capability building programs that I 
an sure Mr. Hickox will address. 


Mr. Chairman: Thank you, mr. Hemmingway. Now we have Mr. Hickok. 
BUNNEVILLE POWER ADMINISTRATION 


Mr. Hickok: Mr. Chairman, members of the committee, usually my 
presentation about the electric power conservation program of the Bonneville 
Power Administration begins witn planning, but following Mr. Hemmingway, I can 
dispense with that and I will. 


I have provided the committee with an outline of my presentation, 
including several attachments. Those attacnments are selected because of the 
indication I received from Mr. snell of the most immediate interest and 
concern the committee had in Bonneville's conservation operations. I have also 
provided tne committee with a single set of submissions which are identified 
in the outline. Mr. Snell has that set. 


Betore I begin with how Bonneville implements the council's plan, I will 
introduce you to tne Bonneville Power Administration and its office of 
conservation. Bonneville was created in 1937 by tne federal government to 
market and transmit the power from the hydroelectric projects that are now 
Operated by tne US Army Corps of Engineers and the Bureau of reclamation in 
the Pacific Northwest. Those projects were actually begun as jobs projects in 
tne xoosevelt administration during the Depression. They were remote from load 
centres. The standing joke at the time was that the federal government was 
creating electric power which there only seemed to be jack-rabbits to consume. 


Bonneville puilt and now owns and operates 80 per cent of the 
high-voltage transmission in the Pacific Northwest. The mission of aategh nies 
trom 1937 to 1980, was to market that power, essentially to dispose of a 
commodity that was surplus to the needs of the federal government and to build 
tne facilities to transmit that power to the markets. In 1980, the agency was 
assigned a utility responsibility to meet the future growth and demand for 
electricity in the region by acquiring new power generating resources and by 
accomplishing conservation measures. 


Up to that time, we were simply disposing of what was available from the 
multipurpose dams that the federal government had built in the Pacific 
Northwest. Now we have the responsibility for acquiring the power generating 
and power conserving resources that will meet the future demands in the 
Pacitic Northwest. 


We operate witn ratepayer funds; that is to say we do not receive 
appropriations of taxpayer funds as do most agencies. We are entirely 
selt-sufticient. We finance our capital investments through borrowings and we 
happen to borrow from tne United States Treasury but we pay interest rates to 
the United States Treasury that are higher than Treasury's own cost of 
porrowing. Tne US taxpayer is making money on us and we are not subsidized. 


Tne conservation office was created in 1981 to plan, design, test, 
implenent and evaluate the programs that would acquire this load- -inducing 
resource through more efficient use of electricity. We essentially established 
a sixtn line function in the Bonneville Power Administration. There had been 
five, eacn headed py an assistant administrator, essentially a line 
vice-president. This was a sixth. I was appointed to the position of assistant 
adninistrator to head this office and I had the opportunity to recruit and 
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Just a couple of statistics to help you compare Bonneville to Ontario 
Hydro. We provide about half the power that is consumed in the Pacific 
Northwest as contrasted by Ontario Hydro's position of supplying something in 
tne order of 90 per cent or 95 per cent. Our revenues from the sale of power 
last year were $2.9 billion on the sale of 121 million kilowatt-hours. The 
peak capacity ot our system is 21,000 of the 41,000 megawatts that Roy 
Hemningway showed you on the view graph. We have 14,000 circuit miles of 
nigh-voltage transmission and 3380 substations. 


Tne plan of tne Northwest Power Planning Council, as you realize by now, 
presents us with a portfolio of cost-effective generation and conservation 
resources tnat we can pursue in our mission of providing for the future demand 
for electric power in the region. The council provides assessments of the 
technical potential and tne reach of the cost-effective development of various 
classes of conservation and generating resources. The council, in its action 
plan, makes prescriptions for the capabilities it thinks must be developed in 
the power system in order to reach the resources in the portfolio. 


As Mr. Hemmingway indicated, the plan is a biennial production of the 
council. Konneville annually produces a resource strategy that translates the 
plan and our other obligations--because we nave obligations besides the 
acquisition of new power resources in the region, transmission being the most 
important--into guidelines that we use for our near-term or operational 
planning and budgeting. In the course of making that translation, we further 
develop a characterization of the conservation and generating resources with 
respect to how they will operate in our system--their energy and capacity 
effects, tneir transmission requirements, plant factor, reserve requirements, 
etc. and tne etfect that integrating them into the current power system would 
nave. Conservation measures must be fully characterized in the same terms as 
power generating measures if you are actually to make an apples-to-apples 
comparison and decide which resources to pursue, among those that might be 
cost competitive with each other, to meet a need in a particular time frame. 
In otner words, conservation and generation are pursued on a cost-competitive 
basis. 


ie 20 basins 


_ Tne resource strategy results in our producing a five-year supply 
strategy which you might imagine as the beginning of the march down the 
long-terin least-cost path tnat is generally described by the council's 20-year 
plan. 


One of the attachments I nave provided is the BPA conservation 
projection wnicn is a subsector-by-subsector description of the uses of 
electric power, the market characteristics as we know them, the feasibility of 
obtaining savings in those subsectors by Bonneville actions, the approaches we 
nave selected to use to go after those savings to the extent we have already 
selected approaches, tne cost of those saved kilowatt-hours and the budget 
requirements of those activities. In terms of what Bonneville is planning to 
do in tne immediate future, that is your document of reference. 


Our production of work plans and budgets for the coming fiscal year is 
our system for allocating staff and other resources of the Bonneville Power 
Administration to the conservation function, as opposed to the other 
responsibilities of the agency. The agency is mainly limited in its 
capabilities by stafting limitations that are imposed on us by the national 
administration. 
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One of the objectives of the current national administration is reducing 
tne size and scope of the operation of the federal government. We are a 
federal agency and although we do not use taxpayer funds and therefore do not 
directly contribute to tne red ink they are running down in Washington, we are 
a part of the labour force that it is trying to reduce. As we operate inside 
the Department of Energy, whenever the Energy Department receives a personnel 
cut, we are generally battling within the department with the other agencies 
to try to maintain our position. 3 


We always maintain that we are different from the other agencies in that 
we nave a utility responsibility in this region. We do not have the ability to 
Say no. We have power supply contracts with every retail utility in the region 
and those contracts absolutely obligate us to serve to the extent that the 
utilities call on us to serve. Tne retail utilities have the best of all 
worlds. They can call on us or they can choose not to call on us, as they 
decide it is to their best advantage. That leaves us in one heck of a planning 
situation in that in addition to all the uncertainties that Mr. Hemningway 
discussed. As all of you probably know about in forecasting and deciding on 
what resources are potentially available to you, we do not exactly know which 
fraction of the load growth we are going to be serving in the long run. 


We think that Bonneville will be the best option and therefore we will 
be the resource of choice for most, if not all, of the utilities in the 
region, botn those that currently receive 100 per cent of their supplies from 
us, and those that have significant generating capacity of their own. We are 
competing in a marketplace in which there are alternatives to Bonneville. If 
we are not the best value, something else will be. The utilities can build for 
themselves. One of the reasons we think they will not build for themselves is 
tnat tney have been so badly burned in building for themselves in the last 10 
years. . | . 


Of tne nine investor-owned utilities in the region, six of them have 
taken their stockholders to the batns in major power plant construction 
efforts that have been mothballed or terminated. 


Bonneville has taken a hit too in that we are preserving two /5-per cent 
conplete nuclear projects. The 75 per cent of the cost that we have already 
borne is in our rates. Therefore Konneville has foisted major rate increases 
on the Pacific Northwest as have the investor-owned utilities for their own 
participation in generating projects. 


That 3.4-cent retail rate looks pretty low to you, but it is about 
double what it was just a few short years ago. The fact that rates were so low 
for so many years in the Pacific Northwest means that the whole economic 
infrastructure is built on cheap electricity. We use a lot of electricity per 
capita and doubling or tripling tne rates caused a considerable dislocation. 
Because we use so much--we were rather profligate in our use--we found that 
tnere were quite a few ways to use it more efficiently, without incurring a 
lot: of capital cost, just in changing our operations. With very little capital 
cost, many commercial and industrial operations found they could conserve 
great amounts of electricity. 


So, without Bonneville's assistance, loads flattened out in this region, 
primarily as a response to the steep increase in prices. Yes, the absolute 
price is still quite low compared to the rest of the country, but there was a 
severe rate shock. That effect was felt from one corner of the region to the 
other. 
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To tne extent that our retail rates or melded cost of power supply in 
tne region is quite low today, and the marginal cost we are looking at for 
adding the next increment of generation is quite high, we wish, as the 
supplier, as the shopper for the new resources that will ype the new 
demand, that the new users and existing users would act as if they were 


experiencing that incremental nigh marginal cost of power but they are not. 


All utilities in the country buy high and sell low. They are regulated 
to do that, as do we. That difference between the low average system cost and 
tne nigh marginal cost is really the operating ground for the conservation 
program. You can make a pretty good argument for a lack of need to be pursuing 
conservation ineasures if electric power were priced at the margin. 


we wisn that people would take steps to conserve as if they were facing 
that marginal price. Since they are not, Our conservation programs attempt to 
offer financial stimuli to enable them to jump over economic hurdles that 
otherwise are standing in their way of achieving the kinds of efficiencies 
that make sense fron tne standpoint of the power system. 


When we begin a program-design effort, we usually begin with market 
studies that tell us who is making decisions out there about power supply, how 
tne market is segmented, who we have to go after and to what kind of stimuli 
tney will likely respond. Tnen we usually determine an approach, or perhaps a 
set of approaches, and design a program delivery vehicle that targets that 
decision-maker. We do this through a public process that is fairly elaborate. 


The BPA, as does the planning council, engages the people of the Pacific 
Northwest extensively in our policy-making and our operational decision-making. 


It is particularly important in conservation because conservation is not | 
all that different from selling soap. You have te market the product. You have 
to convince thousands of end users that their investment in energy conserving 
measures, that is tne money they pull out of their pocket, combined with the 
money you are matching, that we are providing, will make them better off; that 
tney will like it, and tnat they will feel good about it. It will provide a 
good return for their investment. It takes the establishment and maintenance 
of a climate for sustaining that kind of interest in investment that is not 


initially easily established and must be maintained. 


One of the vehicles for maintaining that is to maintain a widespread, 
broadly popular, conservation ethic in the region. That does exist in the 
Pacitic Nortnwest after some 10 years of conservation efforts by the 
utilities, and the last five years' efforts of the council and the Bonneville 
Power Administration. 


Recent poll surveys we have taken show that between 80 and 85 per cent 
of the people of tne region believe that it is important to conserve today to 
provide the most efficient and least costly power supply for the next 
generation and that we should be doing this even in the face of near-term 
surpluses of electricity. 


11:30 a.m. 


Mr. Snell: I want to stop you there. We had a gentleman earlier who 
presented sone evidence that it was nis belief that you could do strategic 
load-growth programs in some sectors at the same time that you are doing 
conservation efforts in other sectors. He talked about segmenting the market 
and targeting certain end uses and that the system efficiency may benefit if 
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you increase the demand in certain end uses because it benefits the system 
overall. 


But you are now talking about establishing a conservation ethic and 
consistent inessage to the consumer and an image of the utility. Do you have 
any response to the gentleman's camnents about the ability to do a whole 
variety of demand-side activities at the same time? 


ir. Hickok: He is right. It is true of the Bonneville system as 
well. There are intra-regional loads that we would like to increase. To do 
that in such a way that it does not collide with your conservation message is 
tricky but it must be done in such a way. 


In the Pacific Nortnwest, curtailment of use of electricity is not 
conservation. That is distinguished, even in law, from conservation. 
Conservation is the more efficient use. Conservation is use. Building an 
efficient load, because of our near-term surpluses, or perhaps geographically 
because of tne characteristics of the power system, is advantageous in the 
Pacific Northwest. In the long term, we are interested in efficiencies that 
reduce our obligation to acquire the alternative, more expensive, usually 
generating resources down the road that would increase the system cost in the 
long run. : 


The gentleman you are referring to was correct but it is not an easy 
task. It must be done very carefully. It takes some sophisticated survey work 
and marketing techniques in order to get across the notion of efficient use, 
strategic load building and strategic load reducing as being all-desirable and 
being aple to co-exist in a single power system operation. 


We may operate a number of pilot programs’ in a given subsector for a 
couple of years and then evaluate them in order to determine the best 
approach. We would then take it region-wide in order to aggressively develop 
tne conservation potential of that subsector. 


We have a research and development program, a number of demonstration 
projects and technical support involved with materials and installation 
specifications that are all extremely important to the program. 


Tne Hood River project you may have heard about is a rather large and 
elaborate example of the first two. It has the research and development, 
combined with what is essentially a market demonstration project. There are 
actually 15 research products coming out of that marketing test. 


Hood River nas taught us that a well designed, successfully marketed and 
intensively built conservation retrofit of residential housing can achieve 
very high penetration. While the energy use data is not in yet to verify the 
savings, we believe that in Hood River we nave developed a cost-effective 
resource from the standpoint of the cost of the package of measures we put in 
the houses versus the cost of the 1990s coal plant that is the benchmark for 
cost effectiveness in the Pacific Northwest, according to power council. 


Mr. Snell: Wnaat is the community's attitude towards that project? 


Mr. Hickok: The community attitude is critical to the success of a 
project sucn as this. Before the project was ever announced, we surveyed 
attitudes about energy and other things that would relate to the success of 
sucn an intensive project. We found out about community values. We then 
ortganized the project so it related directly to those values. We took 
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Tne comnunity came to have great pride in the project and it was quite 
directly involved through the operation of a steering committee made up of 
civic leaders in the community. They were involved in the planning and 
actually the mechanics of the operation of tne program. In two years' time we 
did retrofit 92 per cent of all the electrically space-heated houses in Hood 
river county. 


One message I would leave with you, which is perhaps more important than 
anytning else I will say this morning, is that evaluation is the key to the 
utility treatment of conservation as a power resource. We do two kinds of 
evaluation at the BPA. We do energy and capacity impact evaluation and that 
essentially provides conservation’s meter. Since conservation is the nonuse of 
the comnodity you are selling, it can be rather tricky to measure your effect 
and to know wnat your eftect is net of other stimuli that may be caus ing 
people to consume more or less electricity. Obviously, there are price-induced 
effects that are going on alongside Bonneville's program effort. We want to 
know what Bonneville's effect is net of that other activity. 


For example, in tne weatherization program, we have a set of control 
nomes that never were in the program with us; they never responded to our 
iavitation. 


Mr. Sargent: wnat do they have to do to get in the program? 
mr. Hickok: To take advantage of the program, a home owner would 
call his or her local utility and ask for an energy evaluation of the hone. 
Tne energy evaluation produces a set of recommendations for the retrofit 
measures that would be cost-effective in that home. The home owner frequently 
has the option of allowing the utility to arrange tor a contractor to take 
care of it, or he or she can select tne contractor. Very often, two or three 
competitive pids are required. The utility goes pack and inspects the retrofit 
to make sure it meets Bonneville's specifications. We cover, on average, /) 
per cent of the cost of the retrofit and the home owner contributes about 25 
per cent. The hone owner's payback is pretty quick. 


mr. Sargent: What percentage of them take advantage OL ECL 


Mr. Hickok: It varies. There are 110 utilities, of the approximately 
125 in the region, that are delivering the Bonneville program. Some utilities, 
in the period since 1981 when we began weatherization, are reaching about the 
50 per cent level of saturation of the available market among their 
electrically space-heated housing. Others have not achieved nearly that much. 


The experience generally is that tne first 20 per cent is pretty easy to 
come by. Those are the fairly well educated people with a fairly large 
disposable income wno respond first to advertisement. It then becomes more 
difficult and you do have to sell the program. You have to market it. With 
low-income people, you are into a whole additional set of difficulties. We 
take a number of aggressive extra steps to market to low-income people, 
including paying LOU per cent of tne cost and requiring no matching share from 
tne low-income people. 


Mr. Sargent: Is there a ceiling on the dollar amount? 


Mr. Hickok: Per house? Tne amount of dollars we are willing to spend 
is determined by the cost-effective measures that are recommended. We actually 
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do an examination of the current heat-loss characteristics of the house and we 
know roughly what will be saved by taking individual measures. We recommend up 
to tne limit of our cost-effectiveness and then we make available the matching 
money. 


11:40 a.m. 


In our evaluation program, we have a set of experimental houses. These 
are tne nouses that got into the program and were weatherized by us. We have 
been tracking them over time. For tne last three or four years, we have been 
watching the consumption characteristics of the control homes and the 
experimental homes. Une of the interesting first things we found out was that 
there was no takeback etfect among the experimentals. 


It was largely supposed that if you help people to become more efficient 
in their use of electricity, they will once again turn up the thermostats and 
begin heating the pack bedroom and you will lose some of the savings you 
anticipated, given the characteristics of the use prior to weatherizing the 
nome. Our experience was that, in fact, the opposite took place. The 
consumption ia succeeding years, after the year following weatnerization, was 
progressively lower. We are going back to find out exactly what this is due to 
but we Suppose it means that these people are continuing to take 
energy-conserving measures themselves, beyond what was initially done for them 
by the program. 


We have also followed the control houses. Initially, in the early 1980s, 
tnese nouses showed decreased consumption as well. That is, independently of 
our programs, they were taking measures in response to what was going on with 
prices in tne late 1970s and early 1930s. We think that is levelling out now. 
However, we-will know better over the next:couple of years as we continue to 
look at then. Wnat we claim as the: program's effect, and what we claim as the 
savings that we use when we calculate a levelized, life-cycle, 
mills-per-kilowatt-hour figure, is the net of the saving effect of our 
weatnerization of the house minus the energy-conserving activities of the 
people in tne control homes. 


The otner evaluation we do is process evaluation. We are concerned with 
tne administrative etficiency of the program because it can be as much as 20 
per cent of tne cost of obtaining the investment in, and installation of, the 
conservation measures. We are interested in the productivity of the program 
delivery components and the best available use of both Bonneville and 
contractor capabilities. 


We take the results of both our energy and capacity impact evaluation 
and our process evaluation and we feed that back to long-term planning and our 
snort-term program design and operations. The establishment of these feedback 
loops is absolutely critical. We try to get an early fix on whether these 
programs are operating according to our projections, our hopes and 
expectations. If they are not, we go in early to try to correct for that. If 
our estimate of what it is going to cost to actually mine the conservation 
savings in tnat end-use sector is way off, we will nave to go back and rethink 
our planiing in that sector and determine what the cost-effective reach of the 
energy conservation development can be. Tnis will affect the mix of 
enerzy-conserving and energy-generating resources that we will be relying on 
in the future. 


Uur process evaluations tell us much about our own efficiency. We do not 
do those with internal statf. We contract for them because we want a third 
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party to go out there and criticize us. We find that a third party, dealing 
witn our contractors, can often find out things about us that we cannot Find 
out by dealing directly with our contractors, who are rather concerned about 
serving tne people who are providing them with a living. 


Mr. Snell: Excuse me, Mr. Hickok. I would like you to address some 
concerns at tnis time as they are very pertinent to your remarks now. They are 
concerns raised py planning personnel at Ontario Hydro. They identified four 
major uncertainties of demand-type programs, conservation programs primarily: 
the timing, the cost, the penetration rate and tne impact on the load shape. 
Is this wnat you are talking about in these feedback mechanisms; an early 
assessment of the program and whether it is having tne predicted effect? 


Mr. Hickok: Yes, absolutely. 


Mr. Snell: They say the uncertainty is very high and it is a 
limiting factor. 


mr. -Hickok: You have to eliminate or reduce the uncertainty. Most 
utilities in the US do not rely on conservation on a planning basis. They may 
do it. Iney may weatnerize houses or wrap water neaters. They can probably 
tell you how many nouses they visited and now many water heaters tney have 
wrapped but they cannot tell you a doggone thing about what it did to their 
system. Therefore, they say: "It is soft; it is unreliable. Besides which, you 
do not know whether people are going to take you up on it." 


If you are going to actually plan demand-side activity and achieve 
denand-side effects, and if you are going to rely on that on a planning basis, 
_ you have to harden that soft path. If you are making substantial investments 
on the demand side, it better reliably produce the predicted effects or you 
are in trouble, because presumably you did not make the alternative investment 
on the supply side tnat would have provided for the same need in the same time 
frame. If you are going to proceed confidently with a program that integrates 
supply-side and demand-side activity into one resource development activity, 
you have to narden tnat soft path. You have to be able to develop the 
conservation potential in a reliable, predictable, cost-effective way. The key 
to that is evaluation and the uses you make of that evaluation. 


Tnere is a short note on the nistory of Bonneville's conservation 
Operations to date. In 1981, we launched six acquisition programs. We call 
tnen acquisition, as opposed to capability building programs because they were 
actually put out in the field on a region-wide basis to knock megawatts off 
the power system's consumption as rapidly as possible. 


In 1931, we were still operating against forecasts of large, near-term 
needs for electric power. We were under a lot of pressure to move as rapidly 
as possible on the demand side because it was viewed that the supply-side 
response would not pe adequate; that is, 13 new thermal plants in a 10-year 
period were not going to keep up witn demand. 


Uur early focus in these programs was on residential. This was not 
pecause we thought residential presented us with perhaps the most 
cost-effective early resources or because there was more to develop than in 
commercial or industrial. We started in residential because we had role models 
to look at. Tnere were utilities that got to conservation development as a 
power resource before we did, wnich nad been operating residential programs 
and on whicn we could model a residential effort. In 1981, our interest was 
trying to adapt something we found already existing among a number of 


Ree around the US and applying it in the Pacific Northwest as rapidly as 
we could. 
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mr. Snell: Are you saying that the experience of the residential 
conservation programs, as opposed to industrial, is somewhat transferable? 


Mr. Hickok: Yes, the experiences of residential and commercial are 
quite transferable. Industrial tends to be awfully specific to the kind of 
industrial structure that you have. Even within a class of industrial 
customers, suci) as pulp and paper, we find the individual deployments in 
individual pulp and paper plants can be quite different. Therefore, it is hard 
to prescribe generic electric power conservation measures that would be able 
to be prescribed industry-wide. That has greatly complicated our resource 
assessment. How much is out there, at what price, and how do we go get it in 
the industrial sector? Based on our early experience in the industrial sector, 
we are gOing back to redesign our whole strategy of operation there. 


bb250. aa ls 


In two years, from 1981 to 1983, we accelerated from expenditures of 
roughly $16 million on the whole conservation front to $250 million in 1983. 
We nit the conservation accelerator hard; we pushed it to the floorboard, and 
found tnat if you do that, you can get quite a response. 


In 19383, the Northwest Power Planning Council and BPA were putting out 
load forecasts showing that not only were the feared deficits not around the 
corner but it looked as tnough extended surpluses were the order of the day. 


Mr. Snell: what is $250 million as a percentage of your revenue? 


mr. Hickok: Our annual revenue is $2.9 billion. Capital investment 
would probably make up 80 per cent of that $250 million. We would borrow that. 
Wnat you actually see as a revenue requirement in rates would be the debt _ 
service on 20- to 25-year bonds that we sell to the US Treasury. So far, the 
impact of the conservation program on Bonneville's rates is very small. 


Mew onelLie Is that-o215.0r $250 million? 
Mr. Hickok: It is $250 million. 


Mr. Snell: Tnat means you capitalize about eight or nine per cent of 
your gross revenues in a year in conservation. 


Mr. Hickok: Our response to the revised forecast was to repace the 
existing conservation programs. They were running far too fast. We were 
essentially constructing the weatherization power plant so that it would be 
fully on line, producing its maximum effect of some 300 average megawatts much 
too soon. We wanted to repace the construction of the weatherization power 
plant. That is exactly what we did. We provided a two-year transition for the 
utilities that were operating that program to scale down to a level that we 
would pe willing to sustain for the long run to tne completion of construction 
of the weatherization power plant. 


The conservation program is a power supply program. Need for power 
drives the program. In that case, it was driving it down. where to put the 
weatnerization program was not an easy question to answer. We looked at what 
we thought tne cost would be of stopping the program and trying to restart it 
later, and wnat it would take to rebuild the capability that we had built over 
the three-year period from 1981 to 1933. In other words, what do you do to the 
infrastructure? If you stop the program, you tear it apart and then you 
presumably nave to rebuild it again some time down the road. We looked at what 
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it would do to marketing of tnat program and marketing conservation in general 
and tne etnic we were trying to preserve in the region. 


Me utilities that were running the program were faced with customer 
relations concerns. The operation of a utility-run program has to make 
customer relations sense. It nas to make sense from the standpoint of the 
utilization of the utility's staff resources. Some utilities, particularly 
tnose serving rural areas, were interested in maintaining at least enough 
installers to ensure a competitive situation. They were afraid of having a 
single installer running up costs in the program. All of these things were 
considerations we took into effect when we repaced the program. 


Essentially, we set a floor--a minimum construction pace. We are 
Operating weatherization at about $50 million a year in the region today. 


Mr. Sargent: Did many consumers resent the support that the others 
zot? 


Mr. Hickok: Are you referring to tne neighbour of the owner whose 
hone was weatherized under the program? 

Mr. Sarzent: Yes. 

mir. Hickok: There was some initial resentment of it. Our surveys 
tell us there is less resentment over time. First of all, it is available to 
tne next-door neighbour to the extent that his house is also electrically 
Space-heated. Let us assume that his house is not electrically space-heated 
put he does have an electric pill and he cooks and lights with it. We do not 
feel that we nave to apologize to that person because, in the long tun, our 
weatnerizing his neighbour's home is going to keep lower the cost of the power 
supply that drives the rates he is paying. The least system cost is the 
objective of our whole power supply development program. That is the way we 
plan. 


‘Mr. Sargent: Are you going to extend it right across the board? 


Mr. Hickok: We are continuing to do weatherization at a pace of 
about $50 million per year. We will do it until we complete it. 


Mr. Charlton: To make your last comment totally clear, you are 
Saying that, although the person who was involved in the weatherization 
prograin got a greater benefit than the neighbour who did not benefit from it 
because he had another source of heat, there was still a benefit for that 
hneignbour. 


Mr. Hickok: Exactly. A real, positive benefit. 
Mr. McGuigan: Do they see that as a penefit? 


Mr. Hickox: It is a long-term benefit. It is something we have been 
marketing as an idea tor the past five years. It was begun before we got 
involved by a number of utilities in the region that started weatherizing 
nomes as early as 1976. The largest utility in tne region, Pacific Power and 
Lignt Co., pioneered weatnerization as a power resource in the United States. 
Conservation is quite well understood and so is its value, even though it is a 
long-term value. As I mentioned before, between 80 and 85 per cent of people 
pelieve it is important to invest today to ensure a lower-cost power supply in 
tne future. Tne ethic is solid. 
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when we repaced the acquisition programs, we also shifted emphasis to 
capability development. Mr. Hemningway mentioned that priefly. Rather tnan 
attempting tne early region-wide Aes, to the major subsectors of electric 
power consumption, we finally had the luxury of some time to sit back and 
soberly plan and stage the conservation effort in those areas. In other words, 
there was not the crying, near-term need that impending large deficits would 
propel you to take rather large steps to respond to. 


Therefore, we began to move to develop that capability in each of the 
supsectors. Tnat conservation projection document describes now we have done 
and are doing and staging that, and particularly what the activities will be 
in tne next five years, subsector by subsector. It is a quite determined, 
steady march. It is about a $135 million per year proposition to run the 
existing acquisition programs, including weatnerization, and to move in these 
other subsectors where we were still only operating denonstration projects or 
pilot programs. 


Those demonstration projects and pilot programs produce savings, so it 
is not as thougn we are getting nothing for the money we are spending there. 
We do not know we are spending it as efficiently as we ultimately will. We are 
inaking some mistakes and having some dry holes. However, the dry holes we 
experience in conservation are nothing like the ones we have experienced in 
nuclear. As I said, we do have the luxury of some time to test and evaluate 
before we plunge in with relatively large capital expenditures. 


12 noon 


, With respect to our current operations, one of the attachments is a 
brief single-page listing of 36 programs: regional programs, pilot programs, 
demonstration projects and some site-specific. industrial projects that are 
currently being operated in tne region. In addition, tnere are about 30 
research projects. Our budget for the seven-year period from 1985 to 1992 
averages about US3$125 million per year in 1985 dollars. 


Tne capital expenditure part of that budget over that seven-year period 
will pe about US$95 million a year, again in 1985 dollars, meaning we are 
expensing $30 million a year against current rates. That $30 million a year is 
exclusive of the debt service we are currently carrying on the conservation 
borrowings to date, the borrowings we have made since 1981 for the capital 
expenditures in tne program we nave made since 1981. . 


In terms of the conservation capital program, as a fraction of the whole 
sonneville capital investment program, total new capital investment in that 
seven-year period that creates long-term obligations of Bonneville, in 
addition to power system and related facilities, will average about US$335 
million per year in 1985 dollars. Tne conservation capital program is a little 
less than a third of the total capital facilities investment program of 
Bonneville Power Administration. 


Total capitai investment includes new power facilities at existing dams, 
continued preservation of the two mothballed nuclear plants, the conservation 
program, transmission facilities and also fish and wildlife mitigation 
facilities. We are paying tor some of the effects that have occurred since the 
193Us on fisn and wildlife in tne course of the development of the Northwest 


power systen. 


{In terms of statf requirements, the conservation function requires 7/00 
people directly at Bonneville and among Bonneville's support services 
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contractors. We would probably employ those 700 people in-house if we were not 
constrained by personnel ceilings. We rely to a great extent on support 
services contractors. For every one of us, there are four or five of them 
working very closely with us in the program. In some cases, they are not even 
very distinguishable trom Bonneville staff. As a fraction of the total agency 
enployment in direct employment and support services, since the total agency 
would be nearly 5,000, it would be 700 as a fraction of 5,000. 


Bonneville still Looks much like the old transmission facilities 
construction outfit it has been since the 1930s. The transmission design, 
engineering and construction function is mostly in-house and probably commands 
800 or YU employees. Tne operation and maintenance of tne power system, 
directly in-house, comprises probably anotner 1,200 employees. These are tne 
people it takes to operate that 80 per cent of tne high-voltage transmission 
grid that is Bonneville. 


In addition to this employment, the direct and support services 
employment, our acquisition contractors--in the case of the weatnerization 
program, that is the 110 utilities and four states, because four states 
augment the utility effort in the low-income sector-- 


Mr. Sargent: Are those utilities municipal? 


Mr. Hickok: Tney are municipal. Tney are public utility districts, 
wnicn are also government creatures. They are rural electric co-operatives, 
owned by the people they serve. In some program areas, they are investor-owned 
utilities, so it is the wnole spectrum. A program deliverer for Bonneville 
does not need to be a utility. The four states are delivering several programs 
tor us, and local government units are delivering programs for us, as are 
energy services companies in the private sector. _. 


Tne total additional employment among those that are currently 
delivering the region-wide programs is probably another 1,000 in the region. 
for employment beyond that, tne installation subcontractors, the architectural 
and engineering firms and all the indirect employment involved with 
conservation, we contracted a study from Charles Rivers Associates and I have 
supplied that as a submission to the committee. 


mr. Haggerty: You do not have many engineering staff on hand. You 
contract it all out to the utilities. 


Mr. Hickok: we have plenty of transmission engineering in-house. We 
have very Little conservation engineering in-house, and conservation is an 
engineering proposition to us. 


Mr. Hagzerty: What apout plant design? Is that all farmed out to 
contractors? 


Mr. Hickok: Do you mean transmission? 


Mr. Hazzerty: No, the generating plant facilities themselves. Is 
tnis done by in-house engineering or by contracts? 


Mr. Hickok: Our acquisition of generating resources is entirely out 
of house. In tact, we do not have a legal authority to build and own these 
facilities ourselves. We have to acquire their output or capability. We have 
to solicit a project developer's response and that is what we are doing. We 
solicit competitive responses and select among the offerings made to 
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Bonneville. It may be a utility's proposal to build a power plant for us; it 
may be a nonutility developer. A lot of tne smaller-scale resources, low-head 
nydro, cogeneration and tne like, are being proposed for our acquisition by 
nontraditional electric power producers. 


mssentially, what we have in the region is a deregulated bulk power 
Supply system in which Bonneville is a wholesale shopper. We buy the most 
cost-effective. we put out a request for resources. We say: "We need about 
tnis muca in tnis time frame. Wnat do you have to offer us?'' Developers come 


in and propose plants to us. we then enter into contracts with them to acquire 
tne output or capability. 


We can stand the dry-hole pak in a capability contract, that is, we 
have the ability to put the region's ratepayers behind a project, or that risk 
Can remain witn tne developer. ~ Some developers choose to take that risk and 
tney get a better price from us. It is a matter of market forces. 


Mr. Hagzerty: Are there any other utilities in the US that go your 
route and say: "If you want to design and build a plant, you must go outside. 
You call in bids or tenders and they provide it from there. They design the 
plant for you.'' I imagine where General Electric is involved in tne eastern 
part of tne United States, it probably designs it. 


Mr. Hickok: There are none that I am aware of. Most utilities design 
and build to own themselves, although they often contract for some parts. 


Mr. Hapgerty: Is there any regulatory commission that reviews the 
design of tnese plants? I know there is with nuclear. What about the fossil 
fuel and hydro generating plants? Is there any elected body or government 
agency above that which says, ‘We want to take a look at these estas! 


Mr. Hickok: There are state facility-siting bodies that are 
concerned witn where you are going to locate, the appropriateness of that 
location and what you are going to put there. The state siting laws govern in 
tne case of power projects tnat are going to be offered for Bonneville's 
acquisition. If sonneville had the ability to build and own, it could exercise 
its federal eminent domain power and site practically anywhere, but it does 
not have that authority. It was consciously not given to us. 


ir. Hagzerty: Why was that? 


Mr. Hickok: The region wanted to preserve a powerful state role and 
did so through its congressional delegation, which greatly influenced the law 
tnat was passed in 1980. It did that by preserving most of the facility-siting 
authority, the creation of the power planning council which, as appointed, is 
a creature of four governors, and in a number of other ways. 


12:10 p.m. 


You could quite easily imagine a nonfederal entity operating in the 
aiche in which Bonneville currently operates. It is largely an accident of 
nistory tnat Bonneville happens to be a federal agency. It is because there 
were works project administration efforts in the Roosevelt administration to 
build pig dams. Tney needed sonething to create markets for the power and take 
the power to market. 


Bonneville came to occupy this transmission niche but something else 
would have if it had not been Bonneville. Tnen, over time, Bonneville came to 
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embody a number of resolutions to power planning and operating problems in its 
operations. Finally, in 1980 our role, or the institution, was expanded to 
this classical utility function of finding tne next increments of power supply. 


vir. Haggerty: Maybe this is the avenue this committee should be 
looking at, to go outside Hydro for design of these plants. Of course, they 
are capable down tnere-- 


mr. Chairman: We are straying considerably. 


Mr odrZent: Une more Laing hele — 


Mr. Chairman: No. We should let Mr. Hickok complete his presentation. 


Mr. Sargent: Okay. 


Mr. Hickok: I am about five minutes from completion; perhaps less 
tnan tnat. The last part of my outline lists issues. They are issues for us 
and tney may not be issues for you. It might be best if you look at those and 
tell me wnat you would like to hear discussed. 


One of them that came up in Mr. Hemningway's presentation was the model 
conservation standards establisned by the council and the surcharge threat and 
enforcement. As Mr. Hemningway indicated, there is quite a straightforward 
explanation and rationale for surcharges. As a matter of fact, Bonneville has 
always had tne ability to identify a class of customers that was causing us to 
experience costs that are arguably in addition to costs we ought to 
experience, and to charge a separate rate; in other words, to surcharge or to 
channel those costs at that particular class of customers rather than have oe 
the customers bear the MEE ECE Se cost of one group's activity. 


The council was given the authority to establish standards. It 
established very aggressive standards in the consumption of electric power in 
new residential and commercial structures. To the extent that jurisdictions do 
not adopt and enforce tnose standards or somehow achieve equivalent savings in 
tnose buildings through some other means, the council is recommending that we 
surcharge our customers. They in turn would pass that surcharge through to the 
jurisdictions that are allowing buildings to be built that are significantly 
beneath the efficiencies that power system life-cycle economics dictate. That 
is not uncontroversial, despite the fact that the justification is 
straightforward. 


I am sure actually levying the surcharge will be something akin to 
exploding a nuclear device in the region because 10 per cent on the electric 
power Dill of tne jurisdiction is a hefty amount of change. As I say, the 
model standards are aggressive enough that they are forcing building practice 
to move Significantly away from current practice and towards practices that 
are mucn more energy-efficient. As you can imagine, the construction industry 
is not at all confortable with moving rapidly away from what it knows and what 
it argues it does best. 


Bonneville has a number of programs that are designed to assist the 
industry to move. We are involved with a lot of technology transfer, education 
and training. We are also offering significant financial incentives to 
puilders to help offset the first costs involved with building to those higher 
standards. In the long run, we do not think we will have to do that, but in 
the short run, builders are faced with significantly increased costs. They are 
worried about whether their houses will still pe marketable compared to those 


em 


N-37 


from builders who are not yet building to those levels because the codes are 
not yet in effect in their region and are not required to be in effect until 
1989. Behind the model standards the council has set, ,onneville's opjective 
is to try to move building practice through positive means as far as we can by 
1989, tne deadline date, when virtually everything is to be built to those 
nigh standards. 


I leave it to tne members to ask questions for the remainder of the 
period betore our growling stomachs compel a recess. 


Pr.. ‘Spe Lists: thatea: hint? 


Mr. Hickok: No, I am prepared to stay as long as you like. I am not 
compelled to leave early this afternoon either. 


ir. Chairman: Pernaps I can clear up one point before we go to the 
committee members. Un the question of the surcharge, let me draw a comparison 
to sonething we do nere, where inunicipalities levy a sewage treatment rate on 
an individual taxpayer based on water consumption. Is that roughly what you 
are talking about, tnat if you use more water it is probably going to run into 
the sanitary sewer and you are charged accordingly? 


/ 


mr. Hickok: Tne answer is yes, to the extent that the municipality 


/ is upgrading water or sewer service to a particular part of the municipality 


and is saying to the homeowners: ''We nave to assess you for the upgrades we 
are making to the system that serves you and, therefore, we are adding a 
surcharge to your bills. We are not going to charge the rest of our municipal 
customers that cost. We are not going to spread it over everybody else." That 
is a pertect parallel. To the extent tnat it is spread to everyone--some 
muncipalities extend services and keep the entire cost melded in the » 
system--there is no parallel. 


Mr. Chairiman: Some tangipole benefit has to accrue to those in the 
area wno are participating in the program in order to say there is a tangible 
penalty for tnose who do not participate. 


Mr. Hickok: To bring it back to electric power, the benefit to the 
local jurisdiction would be the long-term reduced-cost power supply. To the 
extent that they are not taking actions that keep the power supply less 
costly, then pecause they are not building to the model standards, rather than 
spread the increased costs of having to add generation to the system to serve 
tnese people we will channel the additional costs to those folks. We will do 
that rather than make the rest of the power system pay for adding that 
generation. 


We are not trying to discourage load growth or new users. A jurisdiction 
may be growing wildly. There may be lots of new housing starts and quite a lot 
of electrically space-heated housing. That is not bad. We are interested in 
tne housing being efficient and we are interested in the jurisdiction adhering 
to the standards. To the extent it is not and we do not surcharge it, everyone 
else will pay a penalty. 


Mr. Chairman: Is tne surcharge levied by the utility? 
mr. Hickok: It is levied py us on our power supply. In turn, the 


utility buying power from us pays it. In turn, it has to levy the surcharge on 
its customers. 
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Mr. Chairman: To keep it within a framework of fairness and equity 
and so on, what about the sectors of a community, the houses or businesses, 
that are not using electricity for space heating? Are they penalized for 
failing to take conservation action? 


12:20 p.m. 


Mr. Hickok: It is up to the utility or regulatory body that 
regulates the utility, which is not us. We identify the subset of that 
utility's customers that is causing us to experience higher costs. The size of 
the surcharge is determined by the size of that body, and therefore the 
surcharge the utility feels is proportionate to that group of people. It is 
the utility's business how it charges its customers, whether it focuses the 
whole surcharge on that group, or spreads it over its whole service area or 
over one whole class of customers. 


Mr. Snell: Would it be ideal to assess the development company, the 
construction company, that builds the inefficient building, or is it not 
possible for you to do that given the system, so you figure the best way to do 
it is through the utility? 


Mr. Hickok: From the standpoint of the power system, the best 
outcome for this model conservation standards exercise we are going through in 
new buildings standards would be to have all the standards adopted by the 
code-setting political jurisdictions, which are local units of government. In 
some cases, it can be done state-wide and probably will be done state-wide. 
This assures us that the savings will be obtained, and probably more reliably 
and effectively, than if we had to take some other action to ensure it was 
happening in the absence of codes. We are greatly interested in trying to 
obtain the co-operation and assistance of the code-setting bodies. We have 
quite an ambitious undertaking going on with them as well as with the builders. 


Mr. Sargent: As to your capital investment, you mentioned the 
preservation of two mothballed nuclear projects. How did you do this, why, and 
to what extent? Are they still radiating? How do you mothball them? 


Mr. Hickok: They were never completed. They were never loaded with 
fuel and there are no radioactive parts. They are both about 75 per cent 
complete, at which point we stopped construction on them. We ordered the 
Washington Public Power Supply System, which was building them for us, to 
stop. We have essentially built a fence around them and we are trying to 
preserve the assets that they represent to us-- 


Mr. Sargent: For future use. 


Mr. Hickok: --until it is time to restart. To date, it does not look 
as if we should restart construction before 1992. It costs us about $24 
million a year to preserve them and keep them in a state that does not allow 
them to deteriorate so that we can begin construction and complete them; in 
other words, we maintain the licenceability and operability of the project. 
You can look at it as preserving an option and the option costs $24 million a 
year. The kind of analysis Mr. Hemmingway showed you tells us that it 


continues to be prudent to spend that amount to preserve those assets so they 
can be restarted. 


Mr. Sargent: That is $2 million a month. Is that for guarding them 
or what! 
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_ Mr. Hickok: No, it is for more than guarding them. You have to 
maintain Chem. 


Mr. McGuigan: Heating them would be-- 


Mr. Hickok: Yes. They have to be sheltered. Mr. Hemmingway mentioned 


le eee 
that a roof was not over one of the control houses and containment vessels 
yet, and we had to construct shelters for that: They have to be kept dry in 
some cases. Some small engineering effort continues to keep up with changing 
regulations and to assist us in restarting and constructing the most 
cost-efficient plant we can when it comes time to do it. 


Mr. Brandt: How large is that plant? 
Mr. Hickok: They both have a capacity of about 1,200 megawatts. 


Mr. Brandt: What was the estimated cost on completion? At what stage 
were you when you shut it down? 


Mr. Hickok: We had spent $7 billion on them. We expected to spend 
$10.5 billion. 


Mr. Brandt: You were close to 70 to 75 per cent completed. 


Mr. Hickok: Yes, and that is exactly the way they look. There is a 
major facility out there on two different sites in the Pacific Northwest. 


Mr. Brandt: Given the best information you have at the moment, how 
long do you anticipate the plant will be mothballed? Obviously, you expect it 
will be open at some future point, but are you looking at five, 10 or 20 = 
years? What is the period? 


Mr. Hickok: We are not looking at construction restarting until 1992 
at the earliest. 


Mr. Brandt: Will you briefly outline the major reasons the plant was 
mothballed? 


Mr. Hickok: Need for power is 99 per cent of the answer. 

Mr. brandt: Were the earlier projections wrong? 

Mr. Hickok: Quite wrong. We were constructing them on a schedule 
that was to bring them on line in 1986 and 1987. We now have firm surpluses on 
our system of 1,500 average megawatts. 

Mr. Sargent: Would it not be because of public opinion? 

Bre HCKOKs NG. 

Mr. Brandt: That is partly what I was getting at. 


Mr. Hickok: Public opinion was divided. The plant we were 
constructing on the Hanford nuclear reservation was quite popular. Nuclear 
power has been a feature of that part of the world since the 1940s. However, 
popular sentiment was against the construction of the plant in western 
Washington. A restart would be controversial. 
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Mr. Brandt: You mentioned the surplus you had. What is that as a 
percentage of your total output? 


Mr. Hickok: The average Northwest consumption is about 15,000 
average megawatts. This is another 10 per cent. In addition to that we had 
huge Capacity surpluses, as you can imagine, looking at the installed capacity 
of the region at 41,000 megawatts. 


I mentioned we had to repace the weatherization program. The question 
was whether we should mothball the weatherization power plant. It too was 
under construction. We went to the same analysis with the weatherization 
program. Does it make sense to continue construction? Should we shut down 
construction in favour of later restarting? What costs and difficulties do we 
face either way? We elected to mothball the two nuclear projects and not to 
mothball the weatherization program, but it was a very similar analysis and 
question. We continued to construct weatherization at what we believe is the 
minimum construction pace that makes sense. 


Mr. Brandt: There seems to have been a tremendous number of nuclear 
plants that were mothballed in the United States during a specific time frame. 
The reasons for those mothballing activities vary quite widely. 1 think my 
colleague, Mr. Sargent, is correct in stating that some of them were 
mothballed because of public opinion, Three Mile Island and opposition to 
nuclear power. You are saying in your case it was virtually all because of a 
lack of need for the plant at the time. 
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Mr. Hickok: For the two plants we were financing, I believe that is 
true because we were not necessarily experiencing a difficulty with cont inuing 
to finance those projects. Financial difficulties got many utilities in the 
country in grave difficulty, including several in the Pacific Northwest that 
were constructing independently of us. 1 believe much of the popular sentiment 
against nuclear power has as much to do with its cost as with nuclear waste. 
If we could have brought those projects on line and on budget we would not 
have nearly the reaction in the country and it would not be nearly as 
difficult to build them as it is today. It nearly bankrupted a number of major 
power companies in the US. 


In addition to building three plants for us, the Washington Public Power 
Supply System was building two on its own. It defaulted on $2.4-billion worth 
of municipal bonds. 


Mr. McGuigan: That was the first time in the history of the US. 


Mr. Hickok: No. I think Cleveland defaulted as did New York city at 
one point. However, this is easily the largest. Cleveland and New York have 
cleaned up their acts since but the Sipe ee Public Power Supply System has 
not. 


Mr. Brandt: What is the bond rating of WPPSS at the moment as a 
result of those problems? 


Mr. Hickok: With Bonneville standing behind it, its bond rating is 
pretty decent. I do not think it could sell a bond without us. 


Mra crancte 1s if A- 
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Mr. Hickok: It is out of the market. The termination of the fourth 
and fifth nuclear projects of Washington Public Power Supply System came about 
largely because Wall Street would not have anything to do with it any more. 
The bonds that were sold for the first, second and third plants are good. We 
are standing behind them; we are servicing the debt and we intend to continue 
to do that. Anything Bonneville stands behind in the future will have to look 
pretty good. We are a big outfit and we can stand most of the ratepayers in a 
region behind a project. We have a lot of revenue-raising capability. 


Mr. Brandt: Does that get you up to triple-A? 


Mr. Hickok: Are there any triple-A utilities left in the US? I do 
not think there are. We would be as close to that as anybody. 


Our principal problem is legal difficulties associated with the 
continued litigation over the supply system default. The bondholders have made 
a number of runs at the supply system and Bonneville and the participating 
utilities in the fourth and fifth projects, with which we were not involved, 
in order to try to attach other assets. The terminated plants are all the 
assets that WPPSS 4 and WPPSS 5 represent and there is nothing there but some 
concrete and metal that is not worth anything. Naturally, you go after 
something that is worth something; for example, the first three plants, 
Bonneville or the rest of the utilities and all their facilities in the region. 


We are all subject to and targets of some of the most massive and 
complex litigation you can imagine and it will continue to go on for a while. 
That will affect our bond rating to the extent they felt we are exposed to 
some kind of settlement or court decision that would somehow involve our 
rates. So far, the court decisions that have come down in the WPPSS-related 
legal proceedings have preserved the separate nature of the first, second and 
third plants and Bonneville's relationship, and have almost totally divorced 
Bonneville from being reached over the default of the fourth and fifth plants. 


Mr. Charlton: On the question of your bond rating and whether or not 
there are any US utilities at triple-A, you mentioned earlier that you borrow 
from the US Treasury but not at its rate of borrowing; you borrow and pay a 
profit to it. If you were able to borrow from the US Treasury at its rate of 
borrowing, what would that do to your bond rating? 


Mr. Hickok: We would not need a bond rating. If we were not j 
borrowing from Treasury but we were selling securities in the open market-- 


Mr. Charlton: No. If they borrowed on your behalf, as Ontario Hydro 
does? 


Mr. Hickok: The situation now is that we have the authority to 
finance our transmission facilities, conservation measures and‘fish and 
wildlife facilities through bonds we sell to the US Treasury. We do not have 
the authority to issue bonds to Treasury for generating projects, with the 
exception of those that employ renewable resources. By selling bonds to 
Treasury, we are directly financing everything except large thermal projects, 
which have to be financed by the entity that is building them. When they go to 
the credit market, if they have a contract from Bonneville, a taker-pay 
contract or a capability contract that says we will stand the dry-hole risk, 
they have to look like an awful doggone good security. 


Mr. Charlton: That is what I was getting at. If your bond rating was 
triple-A, you would be able to pass that on to those who were developing. 
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Mr. Hickok: Yes, largely; to the extent they were not complicated by 
some other exposure they had. 


Mr. Charlton: If you could sell your bonds to the US Treasury at its 
rate of borrowing as opposed to above it, which you are presently doing, how 
would that affect your bond rating? 


Mr. Hickok: I do not believe it would affect it. We are only paying 
a little more than one quarter of one point over the US Treasury's cost of 
borrowing, and US Treasury security is pretty good. Our cost of borrowing is 
very little different from Treasury's. It is a little more, but it is between 
one guarter and one half a point. 


Mr. Charlton: Do you know what your rating is now? 


Mr. Hickok: Since Bonneville itself does not borrow, we do not sell 
our bonds in the open market. We sell them all to Treasury. Wall Street never 
sees them and the rating houses do not have to rate them. Treasury buys them. 
It is required to buy whatever we issue. 


The most recent example of financing of a Bonneville program by a third 
party would be the experience of the Eugene Water and Electric Board financing 
our weatherization program for us. It went to the market with bonds we were 
backing with a contractual instrument that had us standing behind and 
guaranteeing the debt service. I believe the board was triple-A. 


Mr. Richmond: A small point of clarification: You mentioned by 1989 
the new building standards will be mandatory and the Northwest plan has given ~ 
the authority to levy surcharges. It is unclear. To date,.to what degree have 
you Slapped surcharges on people? 


Mr. Hickok: We have not reached 1989 yet. To date, it is a process 


of rcs to get people to the point where they do not have to be surcharged 
In eas 


Mr. McGuigan: It is a threat. 


Mr. Hickok: Exactly. At this point, it is a threat. The council does 
not have the authority to mandate a standard; that is, to require political 
jurisdictions to adopt codes. To the extent that jurisdictions do not, they 
are exposed to the surcharge threat. 


Mr. Moore: You mentioned that underlying the conservation program is 
the high marginal cost, the high cost of building a new generating station. 
Can you give us a little more specific information about what you use or what 
you are projecting? I am assuming it is the next generating station that 
produces the high marginal cost. What is the cost? 


Mr. Hickok: The council uses--is it four and a half cents? 


Mr. Henmmingway: It is four now. 
12:40 p.m. 


Mr. Hickok: It is four cents per kilowatt-hour, levelized life cycle 
cost, 1985 US dollars, for a coal plant coming on line in the late 1990s. That 


is the benchmark. You can accomplish a lot of conservation at the same at less 
cost to the power system. 
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Mr. Moore: You are not looking at a marginal cost that is 
dramatically higher than your average cost at this time. 


Mr. Hickok: It is dramatically higher. Our wholesale rate to our 
utility customers is two and a half cents. 


Mr. Moore: Sorry, I was looking at the old retail rate. 

Mr. Hickok: That is three and a half cents, but that takes into 
account the utility system's cost of operating and maintaining the 
distribution system and the rest of the power-related services it provides. 
Bulk power from Bonneville is two and a half cents. 


Mr. Chairman: Thank you very much. We stand adjourned until 2 p.m. 


The committee recessed at 12:41 p.m. 
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The committee resumed at 2:04 p.m. in committee room 2. 


LLECTRICITY DEMAND AND SUPPLY 
(continued) 


Mr. Chairman: Come to order, please. We will get started with the 
Ontario Natural Gas Association. Mr. Pinnington, you will make the 
introductions. 


ONTARIO NATURAL GAS ASSOCIATION 


Mr. Pinnington: Thank you very much, Mr. Chairman, and good 
afternoon to you and to the select committee. 


My name is Paul Pinnington and I am the managing director of the Ontario 
Natural Gas Association. Accompany ing me to my right is John Aiken, who is the 
chairman of the association. John, in real life, is the senior vice-president 
= accounting and regulation for the Consumers’ Gas Co. On my left, is Robert 

(Bob) Howe, who is association counsel and a partner in the fon of Aird & 
Seth barristers and solicitors. We are pleased to be with you today and 
thank you for inviting us to appear before this committee. 


On behalf of the members of the association we have prepared a brief, 
which I will ask Mr. Howe to take us through. Copies of the brief have been 
provided to committee members. With your concurrence, Mr. Chairman, I propose 
that my colleagues and I respond to any questions at the conclusion of Mr. 
Howe's presentation. The brief, along with reference materials, has been 
provided to the clerk. A copy of the brief is in the hands of Hansard and 
additional copies are available to interested parties here present. 


We do not intend to use visual aids this afternoon. We believe that due 
to the nature of our document, the information is best conveyed to you by 
following the text itself. We respectfully suggest that this procedure will 
also assist in focusing any questions members may have. With your permission, 
Mr. Chairman, I would ask Mr. Howe to proceed. 


Mr. Chairman: One would almost think you were familiar with 
committees in the Legislature. Please proceed. 


Mr. Howe: In my review of the brief, I will be deleting any 
citations. The citations themselves can be found in the written copy of the 
brief and more copious references to the source materials can be found in the 
Ontario Natural Gas Association subsmissions to the Ontario Energy Board. 


This brief is made on behalf of the Ontario Natural Gas Association, an 
industry organization comprising over 300 companies and individual members 
representing transmission and distribution companies, natural gas producers, 
equipment manufacturers and suppliers, professional organizations, contractors 
and individuals, all of whom serve Ontario's multi-billion dollar gas 
industry. ONGA is the voice for the natural gas industry in Ontario and 
represents the industry's collective views in public forums. 
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ONGA welcomes this opportunity to express its views with respect to 
Ontario's future energy requirements and in particular electric power 
planning. Many of the positions set out hereafter have previously been 
expressed in a more detailed fashion in ONGA's submissions to the Ontario 
Energy Board in HR 11, 12, 13 and 14. In fact ONGA, in its submission in HR 
12, recommended an inquiry such as this into Hydro's demand and supply 
options. Copies of that submission and all others are provided to the 
conmittee and its staff for reference. 


In the past, Hydro has chosen to characterize ONGA as a competitor whose 
views are solely self-serving. ONGA doubts that it is a competitor in the true 
sense of that term. There is no doubt, however, that ONGA is an interested 
party to this discussion and will be vitally affected by its outcome. In spite 
of that, however, this brief is not and should not be perceived to be merely 
self-serving. Instead ONGA has, in the discussion which folows, addressed 
itself to some of Hydro's demand options, its financial soundness and certain 
procedural inadequacies inherent in the existing framework, which prevent a 
complete analysis of the electrical needs of the people of Ontario and Hydro's 
ability to meet those needs. Where applicable, natural gas is identified as 
the option offering long-term secure supply at least cost. 


Hydro's legislated mandate is to deliver power at cost. ONGA has always 
taken the position that Hydro's revenue must therefore fully and fairly match 
its costs. In addition, ONGA believes that electricity rates should be as low 
as possible when electrical systems are optimally designed to serve the 
end-users for which electricity is best suited. As this discussion will show, 
however, Hydro is presently engaged in a process of keeping rate increases 
artificially low in the short term, which unfairly encourages homeowners, 
business and industry to convert to electricity and potentially expose those 
customers to higher prices in the future. ; ; 
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I will now review certain of the subtopics in the demand options, the 
first of which is Hydro's marketing efforts. In so far as Hydro is promoting 
load management and conservation, the Ontario Natural Gas Association applauds 
those efforts and encourages Hydro to continue to pursue them. However, Hydro 
is also engaged in marketing efforts which seek to stimulate domestic sales of 
electricity. This discussion will focus on what appear to be contradictory and 
possibly counterproductive policies and programs of Hydro with respect to 
those efforts. 


It is clear that Hydro is now engaged in many programs that are 
supportive of an increased use of electric heat. Such programs include the ''Go 
Electric'’ and ''Stamp out Cold Feet'' campaigns, the residential energy advisory 
program, dual energy grants, the space heating information program, the heat 
pump information service and others designed to build load as a result of a 
perceived period of overcapacity. If these programs are effective, Hydro hgas 
admitted that there will be an increase in its weather-sensitive load. There 
are at least three policy contradictions in that approach. 


First, considered in isolation, elecdtric space heating is not only more 
costly to serve but, as an increasing component of demand, tends to increase 
the cost that all electricity customers must bear. Hydro's encouragement of 
the use of electric heat, therefore, is at variance with its goal of 
minimizing costs for all customers. 


second, Hydro is attempting to encourage a change in the load shape to 
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permit reductions in required capacity and a more efficient use of plant. If 
it does, Hydro's programs that support an increased use of electrical space 
heat will result, not in a decrease, but actually in an increase in peak 
demand. Therefore, Hydro's programs with respect to electrical space heat are 
in conflict with its attempt to lower overall system costs by the 
implementation of load management, time-of-use rates and other programs 
designed to reduce the peak requirement. 


Third, because electric heat is derived from imported coal at the 
margin, more coal is used and more coal must be imported. Surely, 
encouragement of the use of imported coal is in conflict with Ontario's policy 
of trying to reduce its output of acid gas emissions and trying to convince 
other jurisdictions to do likewise. Hydro has announced significant programs 
involving major expenditures to abate the acid gas problem. These programs 
will undoubtedly form part of the future revenue requirements. Programs that 
simultaneously create and abate acid gas are clearly in conflict. 


Hydro's approach can best be characterized by the analogy of driving an 
automobile with pressure on the accelerator and the brake at the same time. 
The automobile will cost far more to operate than it should. If load 
management, time-of-use rates and other such programs to reduce the peak 
requirement have merit because of resultant lower overall system costs, it 
must follow that programs which increase the peak demand have no merit. 


In addition to being contradictory to many of its stated objectives, 
Hydro's marketing efforts will also increase the stress levels on Hydro's 
transmission system, ignore the potential distribution limitations within the 
municipal utilities, and increase the risk of the need for additional 
generating capacity earlier than would be necessary otherwise. 


.In the hearings before the Ontario Energy Board, Hydro identified five 
areas of the province--that is, southwestern Ontario, eastern Ontario, 
northern Ontario, Bruce and Darlington--where the capability of Hydro's 
transmission facilities do not meet utility reliability standards. Hydro has 
confirmed that the transmission links in those areas continue to be operated 
at ''stress levels'' and, in spite of that fact, Hydro is still seeking to 
stimulate demand throughout the province. . 


Hydro is also ignoring potential distribution limitations within the 
municipal utilities. Hydro has admitted that some municipalities, such as 
Toronto Hydro, have expressed concern about Ontario Hydro's marketing efforts 
in view of the limitations on the respective distribution facilities. As a 
result of Hydro's unfocused efforts to stimulate demand, some municipal 
utilities will be forced to upgrade their distribution facilities in order to 
handle the additional peak load. According to Hydro, stimulation in areas of 
the province with transmission and distribution limitations will lead to 
"blackouts.'' Blackouts are not only inconsistent with Hydro's objective of 
customer satisfaction, but will lead to a necessity to upgrade transmission 
and distribution facilities and ultimately higher rates for electricity. 


The risks on the transmission and distribution facilities are heightened 
by Hydro's admitted inability to quantify the additions to sales due to 
marketing. In Hydro's planning load forecasts, submitted to the Ontario Energy 
Board, the plausible lower and upper limits of actual demand in 1990 
encompasses a range of 3,000 megawatts. Even given the breadth of this range, 
Hydro assesses a 40 per cent probability that its load will be outside that 
range. We can only wonder how Hydro's demand load management is likely to be 
made effective under such uncertainties. 
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The Ontario Natural Gas Association is of the view that Hydro should 
cease its programs which seek to increase demand in Ontario until it is able 


to justify the potential effects of those programs on Hydro's operations and 
those of the municipal utilities. 


I would not like to move to Hydro's special condition rates. In its 
report, Principles of Electricity Costing and Pricing for Ontario Hydro, which 
is HR 5, the OEB concluded that Hydro's rates, among other things, should be 
fair, which was broadly defined as the equal treatment of those causing equal 
costs. The OEB interpreted the objective as requiring that costs be tracked by 
rates to the extent practicable, undue discrimination be avoided and all 
consumption regarded as new consumption. With respect to rate structures, the 
OEB held that such structures should be publicly acceptable and 
comprehensible, should provide rate stability, and should be feasible in 
operation. 


The OEB was of the view that Hydro and the municipal utilities should 
not introduce any form of life-line rate based on efforts of income 
redistribution or perceived equity. The OEB specifically found that it would 
not be prudent to depart from a rate-making process based on the cost of 
supplying power and plunge into a maze of value judgements that underlie 
perceived equity. For those reasons, the OEB recommended that rates not based 
on the costs of supplying power be rejected by Hydro and the municipal 
utilities. 


In addition to the OEB's views, Hydro has, in the past, espoused certain 
rate-making principles. Hydro's mandate, first established in 1907 and 
reaffirmed every year since, is to provide power at cost. Hydro's philosophy, 
established in the past and reaffirmed each year, is to meet customer needs 
and yet cover costs. Consistent with the fairness objective for the setting of 
rates, Hydro's strategic marketing plan, submitted to the OEB in last year's 
hearing, HR 14, provides that "the 'fairness' objective precludes loss leaders 
and introductory offers which tend to favour one group of customers at the . 
expense of others.’ 


ONGA supports the concept of range rates when circumstances dictate, but 
only where those rates do not violate basic rate-making principles. However, 
as the following discussion demonstrates, Hydro's specific applications of 
range rates, ranging in 1986 from one cent per kilowatt-hour to four cents per 
kilowatt-hour, are not only inconsistent with the electricity costing and 
pricing principles established by the OEE, but also inconsistent with Hydro's 
own rate-making principles. The following examples illustrate these 
inconsistencies. 
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1. Intermittent power: Commencing in 1984, intermittent power was 
offered at one cent per kilowatt-hour, and has declined and will continue to 
decline in real terms. A portion of intermittent power will come from 
coal-fired generation. There are significant pricing disadvantages and a 
number of inherent risks in the method used by Hydro to determine this rate. 
Specifically, the rate does not provide enough of a cushion to ensure that 
power can be sold at prices above its variable cost of production. 


I might say at this point that a more detailed discussion of these 
incentive rates can be found in the Ontario Natural Gas Association briefs to 
the Ontario Energy Board that Mr. Pinnington has provided to the clerk of this 
committee. 





— 
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Monthly Power: Monthly power is based upon a large proportion of 
coal-fired generation and is not, for the most part, surplus base-load 
generation that would otherwise go to waste, but rather power that would not 
otherwise be generated at all. It is being offered between 2.1 cents to 2.5 
cents per kilowatt-hour and will not always cover its variable costs. It 
therefore relieves those customers able to take advantage of monthly power 


from their fair proportion of the burden of fixed costs. 


Hydro is also proposing that monthly power be made available for high 


growth industries establishing new markets in Ontario. It is apparent that 


Hydro has moved in this rate and others to rate forms not based on the cost of 
supplying power. Instead, Hydro appears to be plunging into a maze of value 


judgements that underly perceived equity. 


Industrial dual energy rate: Hydro admits that this rate is offered 
below incremental costs and that, to the extent that the rate does not cover 


/costs, it is a detriment borne by all customers of Hydro. Hydro attempts to 
justify the contradiction to its principles by suggesting that the rate should 


be introduced in advance of covering costs ''in order to enhance the customer 


| acceptance and to build market support....'' That justification, we believe, is 


contradictory to Hydro's fairness objective which precludes loss leaders and 


| introductory offers. Hydro is also considering injecting some of its capital 
_to help customers convert to electricity in circumstances where the net 
_ present value of converting is less than converting to a competitive fuel 


source. In other words, offering rates below incremental costs in some cases 


may not be enough, in which cases Hydro will simply give away additional money 
to, to use Hydro's words, "help the decision along." 


Industrial average rate: This rate is "an all energy rate, i.e. no 


demand charge, available to customers in a growing.or recovery industry, where > 


the firm rate demand charge is an impediment to starting production."' This is 


| another example of a rate in which Hydro is departing from a rate-making 


process based on the cost of supplying power and plunging into the maze of 


| value judgements. 


Over the years of ONGA's participation before the Ontario Energy Board, 


| at least three things have become apparent. First, coal is the swing fuel in 


Hydro's system. Second, in so far as Hydro is seeking to stimulate demand in 
the short term, any such stimulation will arise from coal-sourced electricity. 
Third, according to Hydro, there will be no significant surplus nuclear energy 
until 1990. Given those facts, we believe that it makes little sense for Hydro 
to seek to stimulate demand through its marketing programs, its capital 


incentives, and its special condition rates, when the net effect is an 





_ increase in the consumption of coal, a potential increase in peak requirement, 


and a potential increase in the level of rates that customers would otherwise 
be required to pay. 


I will now move on to a discussion of Hydro's financial soundness. 


In its submission in HR 11 in May of 1982, ONGA expressed concern that 


Hydro was jeopardizing the financial soundness of the government of Ontario. 


For that reason, ONGA submitted that Hydro be required to set a firm interest 
coverage target in consultation with the government and that it be required to 
use the target so obtained as a basis for determining its net income 
requirement. Subsequently, however, the government formally advised Hydro that 
its position was, in essence, that the responsibilities for specific net 
income targets rested with Hydro, but that Hydro should plan for, and achieve, 
financial results that did not prejudice the government's credit rating. In 
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particular, the government required that Hydro's operations be fully 
supportive of its debt and that there be no planned material deterioration in 
the debt ratio or level of interest coverage. 


In the hearings before the Untario Energy Board it has become apparent 
there has been a planned material deterioration in Hydro's level of interest 
coverage and that Hydro has changed its targets permanently to lower levels. 
Rather than achieve its targets, Hydro has admitted it has compromised its 
financial soundness by seeking lower rate increases. 


Hydro did not achieve its target for net income in 1984 or 1985 and did 
not--in HR 14--project being able to achieve its target in 1986 or 1987. One 
can only conclude that Hydro's net income policy is relatively meaningless. by 
trading off financial soundness with artificially low rate increases, Hydro is 
insulating its customers at the expense of its bond holders and the government 
of this povince. 


Existing framework. By virtue of the combined effects of the provisions 
of the Power Corporation Act, the Ontario Energy Board Act and the minister's 
letter of reference, far too many important issues are excluded from the scope 
of the OEB's review. As a result, the OEB, the intervenors and ultimately the 
public are prevented from a complete analysis of the electrical needs of the 
people of Ontario and the methods used by Hydro to supply those needs, both 
directly to its industrial and mmicipal customers and indirectly to the vast 
majority of the consuming public. 


More particularly, the minister's letter of reference by its terms has 
prevented an inquiry into Hydro's system expansion program. In light of the 
size and importance of Hydro's capital spending in the province, and 
-recognizing the significant growth of that program and its demonstrated 
effects on Hydro's rates, the restriction placed upon the hearing by the 
minister's letter of reference is no longer appropriate. We believe the 
restriction should be removed from future hearings. 


The second restriction inherent in the present procedure deals with the 
ultimate implementation of rate changes by Hydro. By virtue of the combined 
effects of the provisions of the Power Corporation Act and the Ontario Energy 
Board Act, Hydro can and has rejected the recommendations of the OEB in the 
implementation of its rates. One wonders how the public can have confidence 
that its views are taken into consideration when the OEB's reports are often 
discounted. We believe the present legislative framework is inadequate to 
govern the supply and cost of electricity to the people of Ontario. We believe 
there should be a change in the legislation so as to make Hydro answerable not 
only to itself but to the government of Ontario, through the Ministry of 
Energy, the Ontario Energy Board and ultimately to the peole of Ontario. 


The third stricture is the OEB's inability--and therefore the public's 
inability--to review the principles applied in the retail rate-setting 
process. It follows that if the public has the right to know its electrical 
needs and Hydro's ability to supply those needs at reasonable costs, that 
knowledge should extend to every level of the process from the generation 
stage down to the retail level. For that reason, ONGA is of the view a 
methodology should be established whereby a full and complete inquiry can be 
made into both bulk power and retail rates. 


2:30 p.m. 


Now I would like to move to a number of other issues. 
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The question of whether Hydro is improperly using its privilege as a 
crown corporation to borrow money with public support and to establish 
incentive rates, which may not cover costs and thereby unfairly compete with 
the private sector, deserves an expression of opinion by the government. In 
its report in HR 14, the OEB reconmended to the Minister of Energy (Mr. 
Kerrio) that a review be undertaking, of the future roles of electricity and 
natural gas to determine how the needs of the Ontario economy can best be 
served by these forms of energy. ONGA supports that recommendation and 
suggests such an analysis could be seen as within the purview of this select 
committee on energy. 


ONGA views with concern the apparent transition Hydro has undergone from 
its legislated mandate of power at cost to a new philosophy most aptly 
described by the past chairman, Mr. Macaulay, in his statement, ''We are now 
looking at a wider role for Ontario Hydro, considering the effects our larger 
construction projects, our exports, our rates and in fact all our activities 
can have on the social, environmental and economic life of the province.’ 


The present chairman of Hydro, Mr. Campbell, stated more recently that, 
"After careful consideration of the OEB's recommendation, Hydro's board of 
directors decided that Hydro should keep its rate increases below the forecast 
inflation rate, a target we have set for ourselves for the balance of this 
decade...Hydro's board was aware that many of our customers have been living 
with price and wage increases lower than inflation, and we feel a particular 
responsibility to them." 


ONGA takes the position that the concept of power at cost becoming power 
at cost adjusted for social obligations is fundamentally in error. This 
philosophy sends the wrong signals to customers, disrupts the true competitive 
balance between the various alternate energy forms, establishes false hopes 
for future power rates and has the potential of leaving a legacy of debt for 
tomorrow's customers of Hydro and possibly even the government of Ontario. 


The manner in which both natural gas and electricity are marketed, their 
form values and the intricacies of their distribution systems, sets them apart 
from other fuels. This reality necessitates that government constantly monitor 
the relationship between these two energy sources and Ontario's overall energy 
balance in supply, demand and price. For these reasons, ONGA urges the 
acceptance of the recommendation of the OEB for a review of the future roles 
of electricity and natural gas by this select committee to establish how the 
needs of Ontario customers can best be served by the two energy forms. 


Representatives of the natural gas industry in Ontario are keenly aware 
of the differentials that exist between the costs and selling prices of the 
commodity we market, as well as those of our competitors. The commercial 
viability of our industry is dependent on those and certain other variables, 
with one of the most prominent being the influence of government and its 
regulatory agencies. The move toward less regulation and a more 
market-responsive pricing regime for natural gas will add even further to the 
aggressiveness of the competition we expect to face in the future. 


ONGA submits that Hydro has failed to recognize the long-term secure 
supply position held by natural gas, the efficiency of this fuel, its 
relatively benign nature environmentally and, most of all, its preferred 
competitive position. Natural gas now provides more than half of all the 
energy consumed in Ontario's residential, commercial and industrial sectors 
combined. In addition, a concerted effort has now been mounted to enter the 
transportation sector. 


N-8 


The National Energy Board and the Alberta Energy Resources Conservation 
Board have independently concluded that proven reserves of natural gas exceed 
30 years' supply at present consumption levels and within existing economic 
criteria. A recent and innovative study released by the Economic Council of 
Canada determines reserves relative to economic conditions. This text confirms 
the findings of the NEB and the AERCB and further concludes that, ‘The 
ultimate potential supply is still large, even under the lower reserves price 
scenario,'' and ''The prospects for additional nonassociated natural gas 
reserves are very bright indeed." 


In addition to the preferred supply and price position held by natural 
gas, the industry is on the leading edge of new technologies that render the 
use of gas more cost-efficient. Among these new technologies are cogeneration 
and combined cycle equipment that enable the production of electricity at 
competitive prices. ONGA believes these are two worthy options to either coal 
or new nuclear power generation. Both options have the further benefit of 
placing no additional load on Hydro's existing transmission and distribution 
facilities. 


Finally, with respect to Hydro's demand and supply options study, 
unfortunately little time has been available since its release to fully 
evaluate its contents. ONGA's tentative conclusions are that Hydro's supply 
and demand forecasts may be inaccurate. As an example, the study forecasts the 
price of natural gas will approach five times the price of bituminous coal. 
Considering the downward pressures on gas pricing caused by abundant gas 
supplies and moderating world oil prices, plus the historical relationship of 
about two times the price of coal, ONGA seriously doubts the accuracy of that 
forecast. No doubt other questions will arise as more time is devoted to 
analysing the study. 


Then by way of conclusion, ironically, the ultimate risk to Hydro and 
its customers may be the momentum of Hydro's marketing efforts. By 
independently pursuing its marketing initiatives without regard to their 
impact on generation costs and transmission reliability, Hydro may be 
following the same pattern it pursued with its previous generation expansion 
initiatives. Hydro's marketing efforts, like its previous expansion 
initiatives, rum the risk of failing to respond adequately and appropriately 
to changed circumstances. Hydro must break the cycle. If it chooses to ignore 
the lessons of history, it may be destined to repeat its mistakes in the 
future. 


ONGA submits the following recommendations for consideration by this 
committee: first, that Hydro's power at cost mandate be reaffirmed and 
financial integrity re-established; second, that Hydro's financial position 
not be used as an instrument to redistribute wealth within the province of 
Ontario; third, that Hydro's rate-setting principles be subject to review for 
both wholesale and retail rates to ensure that sound regulatory principles are 
observed; fourth, that Hydro's role in the marketplace be determined by 
electricity's true competitive position relative to other energy forms. 


Thank you for providing this opportunity to express our concerns. ONGA's 
staff is available to assist the staff of this committee on matters pertaining 
to Ontario's future energy requirements and the respective roles of natural 
gas and electricity, all of which we respectfully submit. 


Mr. Cureatz: May I say how much I enjoyed the brief. Oftentimes we 
have concerned groups coming forward, be it Energy Probe and the like, who lI 
find get into the philosophical discussions of the problems of Ontario Hydro. 
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Yet, your presentation brings home some practical problems you see and which I 
think are worthwhile for this committee to centre in on. 


The first aspect is on page 6 with respect to Hydro's marketing--no, it 
is not as a matter of fact. It is not a question on any part of your brief at 
all, except with respect to something the chairman of the Ontario Energy Board 
brought forward. In such a delightful and ambitious presentation as he had, he 
indicated to us, "Ask the gas people if they are happy with the Ontario Energy 
board and its deliberations in regard to the gas companies."' There is my 
question. 


Mrs. Grier: You had better put it in context. 


Mr. Cureatz: No, that is the question. 


2:40 p.m. 


Mr. Aiken: As the individual responsible for ensuring the regulatory 
proceedings in front of the Ontario Energy Board for consumers, I might take 
it upon myself to respond to that question and at some risk in terms of 
whether Mr. Macaulay takes exception or pleasure in my response. 


In recent years, the Ontario Energy Board has revised its approach to 
the regulatory hearings for the gas distribution utilities. It changed its 
internal planning and its internal scheduling to put the three major utilities 
on a forecast test year which really forced the Ontario Energy Board to review 
costs, returns and rates to ensure that the appropriate rates were in place at 
the commencement of the fiscal year of each of the utilities. In doing that, 
it increased its staff resource and changed the manner in which it reviewed 
the applications and conducted the hearings.. 


In my opinion, and based upon consumers' experience in those hearings, 
the Ontario Energy Board is acting reasonably and fairly. Although we say that 
the bottom line might be improved somewhat in terms of the final deficiency 
change or the rates put in place, that basically is a fair process and it is a 
consistent process. Generally the board acts to implement sound regulatory 
principles for the gas distribution utilities. 


Mr. Cureatz: I am impressed with the effort that you people have to 
continually go through with regard to your presentations to the Ontario Energy 
Board. No doubt a great amount of funds is expended by your various groups at 
that belong to your association. 


In your experience, do you think it would be worth while for a 
government to provide funds for interested groups to make their own separate 
presentations to the Ontario Energy Board, more specifically, consumer groups 
and environmental groups? If we are going to be supplying funds to those 
groups, why not to your association? Do you have any thoughts on that? 


Mr. Aiken: Yes. First, we made submissions to the Ontario Energy 
Board hearing in to the funding of intervenors. At that point, we indicated 
that there was a significant cost involved in regulation in Ontario. We felt 
that the board was encouraging intervention and from consumers’ 
experience--again, 1 speak personally from consumers--that we got intervention 
which put forward the positions of the interested parties, at that point, 
without funding. 


The only times that costs had been granted by the board in our case were 
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when either a significant position was put forward by an intervenor that, in 
the board's opinion, would not have otherwise been brought out, or where the 
company forced intervenors or staff to take actions that incurred additional 
cost. The board has traditionally denied cost recovery where there has been a 
position of self-interest put forward by an intervenor. I believe the current 
process is working and I would not change it, although social change does 
occum 


Mr. Cureatz: The chairman made a pitch for greater jurisdiction and 
control over Ontario Hydro. I gather the kind of concern you had on pages 9 
and 10 of your brief, where you outline a specific rate structures of Ontario 
Hydro and quote various chairmen indicating something beyond hydo at cost but 
setting a social policy. Would you feel comfortable with having a greater 
jurisdiction of the Ontario Energy Board expanded to Ontario Hydro so that 
Ontario Hydro has to play pretty well by the same rules that your organization 
would have to play by? 


Mr. Aiken: That is generally the thrust of Ontario Natural Gas 
Association's position. You have to recognize that there is a differential 
between a truly rate of return regulated utility and the review process. 
Ontario Hydro does some regulation of its own, and we are not proposing that 
all of that change, nor suggesting that it should change. We do feel, though, 
that the review process by the Ontario Energy Board should be expanded and 
that the board's recommendations should have a greater weight in Hydro's 
ultimate actions. 


Mr. Cureatz: Finally, something totally different. That is why 1 
left this question to last. On page 6 is a small point. Now that I have the 
opportunity, though, I want to bring it to your indication. You say in the ~ 
second sentence of the second paragrah, ''Hydro has admitted that some 
municipalities, such as Toronto Hydro, have expressed concern about Hydro's 
marketing effects in view of the limitations on the respective distribution 
facilities.'’ I have to say that in terms of my experience as a member of 
provincial Parliament for nine years, generally speaking, I have had more 
success with Ontario Hydro in terms of getting distribution facilities to 
constituents of mine than I have had with any gas company. 


I have been working on some gas problems involving greenhouse operators 
in my riding of Durham East, and I am no further ahead now than I was then. As 
amatter of fact, if possible, 1 am in a worse position. The Consumers' Gas 
Co. suggested a cost of $3,500 to lay down a gas pipe. The greenhouse operator 
stripped his greenhouse of all portable gas facilities, and the gas company 
came back and said it had made a computer error--it would be $35,000 to lay 
the gas pipe down. 


Mr. Brandt: What are you doing wrong? 

Mr. Cureatz: There is much to be done on both sides of the fence. 

Mr. Chairman: Do you wish to respond, Mr. Aiken? 

Mr. Aiken: If I get the opportunity, I will pass. 

Mr. Ashe: First of all, to be fair, I had better put a few things 
into perspective, so you will know where I am coming from. My equal-billed gas 
billing each month is slightly more than my hydro bill, so you can see that I 


use gas to heat my home. I am a supporter of the gas industry. I also was, 
until today anyway, a friend of Paul Pinnington's. I may not be after today. 
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Now that 1 have put things into perspective, I am glad my colleague 
complimented you on your presentation, because I do not. I found it completely 
negative, not too helpful and somewhat inaccurate. Let me get into a few 
specific points. 


You spoke in more than one place, particularly on pages 18 and 19, of 
the long-term secure supply position. There is no doubt that this is 
considered to be true now and not overly debatable. It was not too many years 
ago, late in the last decade, that the gas industry in North America and 
specifically in Canada jumped on the bandwagon of the oil shortage threat 
throughout the world and talked about their resources as, not only finite, but 
perhaps disappearing very quickly. 


I suggest that the industry maybe was a little bit a creator of its own 
competitive problems vis-a-vis electricity. It made provinces such as Ontario 
look at some more security in their own indigenous resources, which obviously 
were not gas or oil but related products. Do you have any defence of that or 
do you challenge the accuracy of that? You can challenge my date, by the way. 
I did not put one specifically because 1 cannot put a year right to it. It was 
the late 1970s. . 


They all looked at poor Mr. Pinnington. 


eo p.m. 


Mr. Pinnington: Since we used to be friends, maybe I had better 
answer this question. x 


There is no question that during a period when you were personally 
involved with the Ministry-of Energy,- and a period prior to that, 1974-79, 
there were occasions when there were indications of shortages of both oil and 
natural gas, in particular, with respect to natural gas, the period 1974-76. 
Your recollection is accurate. I believe there was even a natural gas 
allocation act that received third reading in this Legislature in 1976. 


The reality of a shortage of gas in our history is there. The fact is 
that reality relates to an abnormally low pricing situation which developed. 
If you will recall, there was a shortage of oil relative to the price of oil 
and how, when the price of oil went back up, the availability of oil went back 


up. 


I suggest to you that same price availability relationship exists for 
natural gas with existing prices for natural gas. As we have indicated in our 
brief, there is more than adequate supply for at least a 30-year period, and 
those are proven reserves under present economic conditions. There is every 
evidence of additional gas at this price level and at higher price levels. 
While that shortage is in evidence, 1 suggest to you that it is a 
price-related shortage, and we do not see the circumstance in the future. 


Mr. Ashe: I am not challenging that aspect of it. The point I am 
trying to make is the great certainty now was somewhat uncertain not that long 
ago in the context of time. Some of the competitiveness the industry, 
intentionally or otherwise--I1 do not want to get into that one, and I 
appreciate part of it was price induced--was caused by the industry. In other 
words, some of the initiatives, particularly within Ontario, was on the basis 
of "Everybody is telling us we have got a problem, we have got very little 
control within this province with those kinds of resources, so let us develop 
others.’ At that time, there was more emphasis put on electricity which, once 
committed, carries on. 
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You talked about the uncertainty of forecasting. Again, nobody disputes 
that in a factual sense. If anything has come up day after day, week after 
week and month after month, regardless from what source, it is the conclusion, 
the acceptance and the agreement that whatever the forecast is, it will be 
wrong. That does not seem to be unique to Ontario Hydro. We have heard that 
from every jurisdiction that has been represented and everybody who commented. 
Some would say wrong on the low side, wrong on the high side, depending on 
where it is coming from. There is no doubt about it. Everybody concludes it 
will be wrong. 


My point is that the forecast uncertainty and the range of the 
uncertainty is not overly unigue to Ontario Hydro and what it is doing. You 
referred to the 40 per cent outside the probable range, and that has been 
discussed in great detail. 


I am curious to hear a little more on your conclusions that all of the 
marginal generation is coal-fired and that there is no surplus of nuclear till 
at least 1990. I know you made a reference to the fact that Ontario says that 
itself. I want to see that reference. There is no doubt about it that the 
present goal of Ontario Hydro--which Mr. Pinnington noted sure and I am sure 
you did--is to increase the percentage of generation by nuclear means. One of 
the goals of that is to decrease substantially the coal-fired generation and, 
hence for economy purposes as much as anything, and for environmental 
purposes. As each new nuclear-generated station comes on line, the last unit 
or so at Pickering and the last one or two units at Bruce, let alone the first 
two at Darlington, both come on line based on the current schedule before 
1990. I am curious as to that conclusion. 


Mr. Howe: Mr. Ashe, perhaps 1 can handle that. You have asked for 
the source of the information and I have that information with me now. 


In so far as the first fact is concerned and our first contention that 
coal was the swing fuel in Ontario Hydro's system, that was the evidence of 
Mr. Nastich in HR 14 at transcript page 3491, lines 24 to 30. In so far as 
Hydro is seeking to stimulate demand in the short term, any such stimulation 
will arise from coal-sourced electricity. That was an admision made by Mr. 
Nastich in HR 14 at page 3492 of the transcript, lines 1 through 8. 


Mr. Ashe: What was the date of that? 
Mr. Howe: That is HR 14 of last year's Ontario Energy Board hearing. 


With respect to Hydro's admission that there will be no significant 
surplus nuclear energy until 1990, that is a quote from Mr. Falk; he was a 
witness tor Ontario Hydro in HR 14. That can be found at page 1951 of the 
transcript, lines 5 to 13. 


Given those facts, we believe it makes little sense for Hydro to seek to 
stimulate demand in its marketing programs and its other special incentive ~ 
rates. The net effect is an increase in coal and a potential increase in peak 
requirement, which we think is contradictory to Hydro's efforts to shift 
demand from the peak to the shoulder months. 


Mr. Ashe: No doubt that is the initiative. We are sure asking Hydro 
on the basis of 1990, because I cannot recall anything that we have seen from 
Hydro or others that suggested 1990. Keep in mind 1990 is the key here. 


Mr. Haggerty: No. I am just looking at the current and this is the 
electric power in Canada by the Department of Energy, Mines and Resources. 
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Table 12 says: "Energy resources electricity exports by province in 1985 per 
cent,'' and it goes on to show Quebec with zero, Ontario coal was 96.4. There 
is an indication in the document that I have here that Ontario Hydro is using 
coal for peaking purposes and for export. 


Table 10, "Exports and revenues by province,'' says, for example, New 
Brunswick exports 5,311, I guess gigawatt-hours, and the revenue in 
gigawatt-hours is 51.2. Ontario exports 12,279 gigawatt-hours and the revenue 
is 37.5. There is quite a variation between the amount that is exported by 
both provinces. The one that seems to be exporting the smallest amount gets 
the biggest return. 


Mr. Ashe: I do not want to bore you with that one. I can answer him 
later. 


Dee mogeerty ss le do not think thal 1Saborime!chat is a tact. 


Mr. Ashe: It is the market that it sells into. It sells it cheaper 
than the other place can produce it itself. That is what the market pays. If 
you look at the Quebec figures, that is a little more relative than what they 
have to sell it for in the east. 


Mr. Haggerty: Quebec is Hydro. 

Mr. Ashe: Anyway that is another issue. 

Mr. Haggerty: The intent of that report is driving that point home. 
Mr. Howe: Mr. Ashe, I hate to get’ into this debate too much. 


Mr. Ashe: Anyway, it is not even appropriate anyway for him at this 
time. 


Mr. Howe: To fully answer your concern, it is clear that Hydro is 
marketing in its secondary market, which is the export market from 
coal-sourced electricity. I recall that only something like two per cent of 
Hydro's secondary market is sourced in nuclear generator electricity so by far 
the overwhelming percentage is from coal. The problem we have is because coal 
is the swing fuel now. If they are driving up the heat sensitive aspect of 
their peak, it has to come from coal, and it will continue to come from coal. 


2:90. p.m. 


Mr. Ashe: I would like to have the opportunity to have a long 
discussion with Mr. Pinnington, to know how the pricing of exports are arrived 
at. They do not sell what goes over Niagara Falls, for example, when they are 
pricing it. The last thing they are going to sell is the cheapest, the second 
last thing would be the second cheapest, and so on. The price it is sold at 
really does not indicate where it comes from. That is a long discussion that I 
would be very happy to enter into with you at some time. 


Does the gas industry not use incentive pricing in any way? You seem 
very critical of any form or indication of incentive pricing for electricity 
into different markets. It is my understanding that the gas industry, 
particularly in negotiations that have gone on in the last couple of years, 
have been encouraged to and have agreed to incentive pricing for industrial 
uses to increase volumes. What is the difference? 
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Mr. Pinnington: There is certainly no question that the natural gas 
industry has been involved in incentive pricing. Indeed, the natural gas 
market's incentive program has been of very substantial benefit to the 
industry in Ontario, but I would suggest to you that at no time has the 
natural gas industry in Ontario sold gas at less than its cost and that is the 
fundamental principle at stake here. 


Mr. Ashe: At less than whose cost? The local marketer, whether it is 
Consumers, Northern and Central, Union or whatever, needless to say, why 
should they? However, if somebody at the other end is picking up the extra 25 
cents or 50 cents per mcf or whatever, how do you know what field it is coming 
out of? 


Mr. Pinnington: We do not know what field it is coming out of. 
Molecules are not marked; your observation is quite right. The reality is that 
back in the field the producers, those who would seek to sell gas at less than 
their cost, would not survive for very long. I cannot tell you that there is 
absolutely is not one who has not sold gas at less than cost, but I think it 
is highly unlikely it would happen for any period of time. 


Mr. Ashe: I agree. I would hope the same conclusion would come with 
any form of energy. 


Mr. Pinnington: If I might reflect back on your original question, 
that is what happened in 1974. The price of gas got so low that people stopped 
exploration and production of natural gas and we ended up with a limited 


supply. 


Mr. Howe: To explicate to a certain extent as well, what we were 
concerned about was a trend in Ontario Hydro to not only market below average 
cost, but now they have admitted that they are marketing below incremental 
cost as well. Indeed in one of the rates I used as an example, not only are 
they marketing below incremental cost, but they are considering giving away 
money to help the potential customer come on to electricity at the expense of 
other competitive fuels such as natural gas. 


Mr. Ashe: That leads me very nicely into my next point. Thank you. 
We have had many witnesses, particularly in the last couple of weeks, who have 
not only suggested--it was even stronger than that--using very vivid examples, 
depending on the jurisdiction from which they came, that it was a very valid 
role for Hydro and/or government--depending where they were coming from and I 
will acknowledge that--to be involved in conservation by spending money on a 
potential consumer to upgrade. For example, using a specific illustration, to 
encourage the further construction of R-2000 homes, they should go to the 
building industry and pay the difference for that extra upgrading because 
ultimately it benefits all consumers. 


You can argue on both sides of that one. I accept that. It will benefit 
all consumers if you conserve and cut down future needs for systems expansion. 
That is not my point. What are the industry's thoughts on a utility such as 
Hydro spending money to encourage use, I suppose you could say? Supposedly it 
is to encourage conservation and cut down on consumption, whether that be 
industrial, commerical or residential. 


Mr. Pinnington: Are the funds involved here seeking a return? Is 
Hydro seeking a return on the funds? If it is purely and simply to, from a 
social point of view, support people in Ontario, then that is what we call a 
redistribution of wealth and we think that is inconsistent with the question 
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of supplying power at cost. Certainly, the natural gas utilties involve 


themselves in programs in which they are financing, but at all times there is 
the question of return on that investment. 


Mr. Charlton: To put Mr. Ashe's question in the context in which 
those presentations have been put to us, so that you can perhaps better 
understand it in terms of your present response, it has not been put to us as 
giving away money but as investment in plant, having determined the value of 
conservation as a generating plant in their system, looking at all the 
aspects, including return, that they look to in terms of other generation 
facilities. 


Mr. Howe: Perhaps I can respond to some extent. The problem we have 
is that Hydro is engaged in many programs which are not, strictly speaking, 
conservation-oriented in that it seeks to displace one energy source with 
another. 


Hydro may be able to tell people it is conserving energy, but it is of 
little use to switch from one source to another if the electricity source is 
based on coal. In the end, what gets burned is coal. 


Mr. Charlton: What Mr. Ashe's. question relates to though is not what 
Ontario Hydro is doing but what other jurisdictions have told us they are now 
doing in evaluating their systems; planning for the expansion of their 
systems; looking at conservation as a system resource the same as hydraulic 
generation, coal-fired generation, nuclear generation or any of the other 
alternatives; assessing that conservation resource by the same criteria as 
those other options and then deciding to invest in those aspects of 
conservation that are cost-competitive with the other options. 


Mr. Howe: In other words, looking at conservation as a supply option. 
MeaaChari tom: ‘hat tis: right: 


Mr. Ashe: It costs $1 billion to save 1,000 megawatts, rather than 
$2 billion to create them. 


Mr. Howe: It is a point well taken. 


In our previous submissions before the Ontario Energy Board, we brought 
up this subject as early as 1982. 1 remember cross-examining Mr. Nastich about 
it. We were talking about demand and supply options in 1982, before Hydro 
started thinking about this demand-supply option study. At the time, Mr. 
Nastich responded during the course of cross-examination that, eiven 
Darlington, it did not make a lot of sense to look at other supply options. 
That was the end of the question. The equation did not have to be looked at 
any more. Because of this other alternative, we did not have to pursue 
conservation. 


At the time, we urged that Hydro not limit any of its options, including 
conservation options, that it come before this committee and the board and try 
to justify its position in the light of the various options. We twigged to the 
idea a long time ago, and that is one of the reasons we look forward to 
speaking about it. 


Mr. Charlton: To get that in firmer terms, I refer to Mr. Ashe's 
original question. In terms of your view of Hydro--not in the past, because we 
do not see that it has done it in the past--but in the future, treating 
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conservation as a supply option and considering cost-effective investments in 


conservation as a supply option, do you have any objection to that kind of 
program? 


Mr. Ashe: It might include grants. 
Mrs. Grier: Incentives. 
Mr. Ashe: Incentive grants. 


Mr. Pinnington: Again, I think you have to look at the whole 
equation. There has to be a decision on what the return on that investment is. 
You cannot look at Hydro as the only source of energy in that equation. You 
must also consider the other fuel options in that equation. I cannot deny 
there may be circumstances under which it might be a wise investment to forego 
building new generation. 


I think one of the first questions I would have to ask is, ‘What is the 
cost of building that new generation?" 


Mr. Charlton: It is the same thing we have been asking. 


Mr. Pinnington: We would be using a very high number that would give 
us some weird answers. I think that is where the answers lies. It lies in 
examining all of the options, all of the elements of the equation. . 


SLO pls 


Mr. Howe: I might say as well. that because of the procedural 
inadequacies of the present system that question comes, within’the context of 
the Ontario Energy Board, almgst irrelevant because the OEB, as you know, 
cannot look into the capital expansion program of Hydro. 


Mr. Charlton: Yes, we are looking at that too. 


Mr. Howe: We have always supported the proposition that the review 
should include the capital expansion programs and the conservation programs as 
another option. 


Mr. Pinnington: Could I make one point? The whole question of 
nuclear has come up here on several occasions and, on behalf of the Ontario 
Natural Gas Association, I would like to be on the record as saying that the 
association at no time has criticized the nuclear option. We have great 
respect for the technology and the contribution that the nuclear option brings 
to Ontario, Ontario Hydro and the people of Ontario. 


What we do question on occasion is the cost. I think it is very 
important. to recognize the point that Bob is making that we do not see nuclear 
power as a peaking option. To the best of my knowledge, and I do not propose 
to be an expert on nuclear power, I believe its base load power does not have 
the flexibility to peak with nuclear power. Therein lies some of the 
inconsistencies that we have been discussing here in the past few minutes. 


Mr. Ashe: I have a little difference of opinion on that. If you 
market something you market it on the basis of when you can supply it. That 
would usually be to market it at the lowest price when it is off peak, or when 
it is already there it is being base-load generated, if you will, and there is 
no other place to put it so you can sell it at a price that makes it 
attractive. Anyway, that is neither here nor there. 
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In any particular emergency situation, as you know, all of the 
jurisdictions around try to assist each other and, at some time, it is 
mutually not at an appropriate time, whether it is Ontario helping Quebec, or 
Quebec helping Ontario, or helping New York or over into Manitoba. 


Back to the investment and encouragement of conservation. I do not think 
anybody would disagree that we would regard natural gas and oil as finite 
products. Does anybody disagree with that? Does it sound like a conmodity? 


Mr. Pinnington: They are a nonrenewable resource. 
Mr. Ashe: Okay. That is even a better description than finite. 


We talked about Hydro and the supply option known as conservation, and 
the pros and cons of spending money to cause that to happen. What is the 
position of ONGA? I see its role just as important, or even more so because we 
are talking about a resource that is diminishing and will eventually 
disappear. What is its role in investing and spending money to have people 
upgrade their gas furnaces to become high-efficiency burners, to encourage 
some of our early upgrading of the envelope, known as a house which, in fact, 
would be completely negative on the sale of gas in the short term, but would 
cut down and lengthen the time of the 30 years that is presently on the 
horizon? I appreciate it will be longer than 30 years, I will not dispute 
that, there is always more to be found when it is economic. 


Mr. Pinnington: I am a natural gas customer of Consumers’. 
. Mr. Ashe: So am lI. 


Mr. Pinnington: Oh, you are? You have indicated that you are. I am 
sure you have been the recipient of the numerous credit card stuffers, as they 
are called, that have advised you of the opportunity to insulate the 
magnificent things that the natural gas industry has done with respect to high 
efficiency furnaces. 


We now have equipment with efficiency in the mid-90s. We are very proud 
of this equipment. We suggest to the consumer that, indeed, an investment in 
this piece of equipment has a very short payback and is an excellent 
investment, not just a financial investment for the individual but as a matter 
of conservation. We have been very proactive in marketing new technology and 
high efficiency. All of our utilities have been. 


Mr. Ashe: We have been hearing the exact same knock on Ontario Hydro 
when it says it has been encouraging conservation through advertising, through 
inserts, etc. for years. The critique of them was exactly the one that I am 
going to throw back at you. 


You have put out all these things but we all know that for most people 
you not only have to lead them to the water, but you have to make them drink. 
In other words, the incentive of the payback does not work. We have been told: 
and, as a matter of fact, we had an agency last week that said; anything 
beyond six months you have to market. Others have said under two years it can 
carry itself, but anything longer than two years in terms of payback, forget 
it unless you have a great incentive. 


Does the industry feel that strongly about it that it is prepared to put 
incentives in there to encourage people to become more efficient and conserve 
the finite resource known as natural gas? 
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Mr. Pinnington: I do not know who the individual was, or the 
circumstances under which the statement was made, but I believe our experience 
has been that the incentive that lies in going to high-efficiency equipment 
has been very well received by consumers in the province of Ontario. I believe 
that of all of the new equipment that is being sold today, more than half of 
it is high-efficiency equipment. So, I think the message is clearly getting 
through. It is a more expensive option but 1 think the long-term payback is 
very significant. 


Mr. Ashe: I accept what you say. The main-- 


Mr. Pinnington: I can only tell you what our experience is. 
Mr. Ashe: --thing that we have been getting is that it is not only 

the new stuff, if you will, because then you can present a case fairly easily, 

but the upgrading and/or conversion of things that would not normally be 

changed over in the short term. 


I will go down to the last two points. 


This is a specific quote from page 17, ‘debt for tomorrow." Again, I 
took it out of context, but you have several references to the debt position. 
Have you been aware of the testimony that this committee has had and 
documented before it tabled its interim report a number of months ago in that 
regard? 


One of the issues that was raised by those opposed to Darlington was on 
the basis that it was ruining not only the financial integrity of Ontario 
Hydro, but hurting the credit and borrowing potential of Ontario. That was 
dealt with in great detail by economists and bond experts, etc., both from 
this side of the border and the other. Even this committee, believe it or not, 
had to, with the evidence, come to the conclusion that it is in no way a 
detriment to Hydro's credit rating or Ontario's credit rating, and, in fact, 
has not in any way cut off its borrowing potential if and when it is needed by 
Ontario. I am sure the chairman or the clerk of the committee can provide some 
of that evidence if you wish to see it. 


One of the other issues that was dealt with on the same line, and I 
think is something that you should be aware of, is the debt-equity ratio. 


Mr. Sargent: When does your book come out? 


Mr. Ashe: Shortly. I am going to have it dedicated to you, Eddie. 


Again, that came into the financial capabilities, obviously. There did 
not seem to be any indication of any deterioration. Yes, there has been a year 
or two of a fraction of a point up or down, there is no doubt about that, but 
as I recall, in terms of Canadian public utilities, Ontario Hydro had the 
best--if it was not the best, it was nearly the best--debt-equity ratio of 
large or small utilities in Canada. 


S20 Dam. 


It is not very practical to compare it with a shareholder, that is for 
sure, because apparently the numbers do not compute at all. I think that is 
important to know. I am sure it is part of that same evidence we also saw, 
that the outstanding debt of ‘Ontario Hydro has peaked and is on its way down 
and unless the government approves a significant new capital investment in the 
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short-term future, which is hignly unlikely in my view and I am sure this 
committee's view, that-- 


Mr. Haggerty: --on the market now; we do not need any more-- 
Mr. Ashe: --it is going down. I have one last question. 


Mr. Sargent: How can you say the debt has peaked when you do not 
know what the cost of the end of the deal? He does not know what he is talking 
about. 


Mr. Ashe: Eddie, I can tell you I know a hell of a lot more what I 
am talking about than some of the crap you come out with. 


Mr. Sargent: Is that parliamentary? 





Mr. Chairman: There may be some subjective judgements being offered 
here. Mr. Ashe-- 


Mr. Ashe: What is the position of--this is the very last little 
question-- | 


Mr. Chairman: I just warn you, I have an extensive list here and I 
am going to curtail questioning at 3:30 p.m. 


Mr. Ashe: I have 30 seconds. What is the ONGA's position on the use 
of natural gas to generate electricity. I am not even talking about Ontario 
Hydro here. As a position, do you think it is the kind of resource that should 
be used in that way? ' 


Mr. Pinnington: We have said in our document that combined-cycle 
power generation and cogeneration are two very excellent opportunities for the 
application of natural gas for the generation of electricity as well as for 
steam requirements. We see these as very competitive options, if that answers 
your question. We also had recent discussions with Ontario Hydro with respect 
to the possiblility of reintroducing natural gas and power generation at the 
Hearn and Lennox and possibly other applications. 


Mrs. Grier: I was interested in your comments about the 
recommendations from the Ontario Energy Board to the Minister of Energy that a 
review be undertaken of the future roles of electricity and natural gas--HR 
14. What date was that? How long ago was that recommendation made? 


Mr. Howe: Mrs. Grier, that is contained in last year's energy board 
report to the minister--HR 14. I am looking at it right now and it is 1985. 


Mrs. Grier: It is 1985. Is that the first time that recommendation 
had been made? 


Mr. Howe: To my knowledge, yes. That report by the way was submitted 
to the minister on August 30, 1985. 


Mrs. Grier: When you discuss the constraints that are placed on the 
OEB in terms of looking at Hydro and broader issues than are included in the 
minister's letter of reference, has that been an issue at the board? Have you 
or other interveners attempted to question Hydro on issues beyond the exact 
letter of reference and, if so, what has been the nature of the discussion or 
the response? 
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Mr. Howe: In the past, we have tried to get into the capital 
Xpansion program, albeit not directly, but unfortunately a capital expansion 
comes up quite often because of the impact of costs, the revenue requirement 
that Hydro seeks to bring forward. The subject is brought up in a collateral 
fashion, but usually what happens is the discussion is cut short. Someone 
raises the issue of the minister's letter and we are prevented from going 
beyond to look at the consequences of the capital expansion program. 


In the past, we have recommended in our submissions to the OEB and, 
indeed, the OEB has recommended in previous reports to the minister, that 


captial expansion be dealt with in a more expansive fashion in front of the 
OEb. 


Mrs. Grier: 1 was curious, in the situation that you describe of 
that coming up at the board, to know whether it would be the chairman of the 
board ruling such questions out of order or Hydro saying that they are not 
going to answer because it is not in the letter of reference. 


Mr. Howe: Frankly, I cannot recall the dynamics of how the issue 
would be raised to curtail discussion. I think that all of the participants in 
front of the board, that is the more active interveners of which ONGA is one, 
know that we have certain parameters, so after the issue is raised, people 
know that we cannot get-- 


Mrs. Grier: You are not going to get any further. 


Mr. Howe: So, we do not pursue, frankly, because we do not want to 
become antagonistic. 


Mrs. Grier: When you take the position that the concept of powered 
cost becoming powered cost adjusted for social obligations is in error, could 
you expand upon that a bit or define the kinds of social obligations that you 
are referring to? 


Mr. Howe: The best I can do at this point is mention the incentive 
rates that we discussed in the brief. A few of those rates were designed to 
encourage growth within industrial sectors and within certain areas of the 
province. Hydro was encouraging that growth by offering discount rates, in 
effect, to potential customers. It also encourages customers through use of 
its rates that do not attract full incremental costs. 


We have always submitted that when it gets into encouraging growth 
within certain areas of the province or when it gets into encouraging growth 
within certain industrial sectors or when it starts getting into loss-leader 
rates, those are value judgements that Hydro should not be making. Hydro 
should be making its judgements on the basis of costs. It is the role of 
government to encourage development; it is not the role of Hydro. We believe 
that Hydro's application of these incentive rates has been inconsistent with 
the principles espoused by the board and indeed, they are inconsistent with 
Hydro's own rate-setting principles. 


Mrs. Grier: So, it is not the fact of using utilities to generate 
growth in a particular area or to do something that you object to. It is the 
method in which it is done, given that it is not a direct instruction from 
government to Hydro to do this. 


Mr. Howe: Not only the method by which it is done--that is, it is 
coming from Hydro and Hydro is giving the signal as opposed to the government 
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giving the signal--but in our view it unfairly puts the natural gas company in 
a difficult position because these are rates that do not track costs and it is 
an attempt by Hydro to encourage certain industries to convert to electricity 
at the expense of natural gas. We feel that is not playing by the rules of the 
game. 

Mrs. Grier: If your industry wants to use incentive pricing to 
market in an area where you are not in or bulk or something or other, do you 
have to go before the board and justify that or get approval for that? 


Mr. Howe: We support the concept of range rates, which is, I think, 
what you are asking about. However, we have always taken a position that range 
rates have to be justified on the basis of rate-setting principles, 
rate-making principles. Hydro is not doing that. One of those principles is 
that the rate has to, as Mr. Pinnington pointed out, attract at least 
incremental costs. Hydro is not doing that either. 


Mr. Pinnington: Those rates. are approved by the Ontario Energy 
Eoard. We do not have the flexibility to approach a particular customer and 
have a special rate. We can only work within the approved rate structures. 


Mrs. Grier: I see. You have to go back to the board if you want to 
make a change. 


Mr. Pinnington: Then you would have to do that in a full hearing and 
have your whole rate structure re-examined. 


Mr. Aiken: One of their principles is that must be cost-related cost 
recovery. . ‘ 


Mrs. Grier: To come back to my seeking a wider definition of the 
term ''social obligations,'' you are not including in that necessarily a desire 
on the part of government, ergo Hydro, to cut down on acid gas admissions by 
diminishing coal. You are looking at it strictly in a more financial sense. 


Mr. Howe: That is right. We do have, as we have pointed out, some 
thoughts about Hydro's use of coal, particularly their marketing from coal, 
and also the results, i.e., acid gas, on both sides of the border. So, we do 
have views in that regard as well. However, in our discussion of the rates, we 
were looking at it from a fairness point of view. 


Mrs. Grier: So, you do not object to social obligations being 
imposed on Hydro, if they are clearly opposed by government and enunciated and 
taken into account. 


Mr. Howe: That is correct. 


3:30 p.m. 


Mr. Pimnington: I think any corporation has certain social 
obligations. We do. We expect Hydro does as well. 


I would like to take the opportunity to focus again on page 1/. I think 
the ultimate social responsiblity we see that hydro has displayed is in Mr. 
Campbell's statement last year when the rate increase came through. That is 
the quote that we have here: ''Hydro's board was aware that many of our 
customers have been living with price and wage increases lower than inflation, 
and we feel a particular responsibility to them." 


N-22 


In other words, the final price they established was based on the fact 
that it did not have anything to do with power and cost. It was on the fact 
that we were having a difficult time in the economy and that probably wage and 
salary increases had not been very high, and therefore Hydro should make an 
adjustment for this social situation that had developed. ‘hat is the sort of-- 


Mrs. Grier: So you accept that statement at face value as a 
fundamental reason for their attitude on rates, rather than a rationale for 
something that was done for entirely other reasons? 


Mr. Pinnington: We see that statement as absolutely inconsistent 
with power cost. 


Mrs. Grier: Thank you. 


Mr. Chairman: It is now 3:30. We can continue with the questions if 
I have a guarantee from you that you will all remain until the final bell is 
rung. ; 


Mrs. Grier: Even those of us who have already asked our question? 


Mr. Chairman: Otherwise I will move on to the next presenter. What 
is your wish. ? 


Mr. McGuigan: Some of my questions have been answered. I am quite 
willing to move on. 


‘Mr. Brandt: As a result of your comments most of my questions have 
been answered too. : 


Mr. Chairman: Mrs. Grier, Mr. Brandt, Mr. McGuigan, we have Mr. 
Haggerty, and I will allow about, what-- 


Mr. Haggerty: All the time that is permitted. 
Mr. Chairman: Six or eight minutes, Mr. Haggerty. 


Mr. Haggerty: I am always short. 


Mr. Chairman: And be quite concise. 


Mr. Chairman: I want to compliment you on your brief this afternoon. 
It might be provoking to some members of the committee, but 1 think there are 
some good questions asked there that I think perhaps our expert staff is going 
to have to answer. 


Is the Ontario gas industry looking at any major expansion programs in 
Ontario? You do not cover every municipality, do you? Yet I think you said 
that you cover about 50% of the energy market. That includes commercial, 
industrial and residential. Now I understand that there are areas in the 
province of Ontario that have no gas available to them. Lo you have any 
long-term programs in this area? 


Mr. Aiken: If I could just generalize, again, the natural gas 
industry is regulated and its expansion programs are reviewed by the Ontario 
Energy Board. There is a significant cost in a pipeline expanding a 
significant distance beyond the existing network. 
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' Mr. Haggerty: But you have the same thing in Hydro, would you not, 
with transmission lines? 


Mr. Aiken: That is correct. But unfortunately the natural gas 
industry has its costs reviewed, and any significant expansion area that is 


considered now a distance beyond the existing network is generally financially 
unfeasible. 


Mr. Haggerty: In other words you have no plans at all then to say 
that you are going to supply natural gas some place up around, maybe, 
Southampton or Port Elgin, or some place in that area--there are other places 
in Untario. You have restricted yourself pretty well to the Golden Horseshoe 
in a sense. 


fr. Aiken: At the time when the federal government had planned the 
distribution system expansion plan, which was to fund unfeasible expansions of 
the natural gas network, Port Elgin and Southampton were considered. Although 
it was not a Consumers' Gas region--it was Union Gas--I have a personal 
interest up there. Even with a significant government grant the use of natural 
gas and the revenue to be generated from foreseeable customer capture up there 
was not sufficient to repay the investment, and that investment could not be 
made. 


Mr. Haggerty: So there is a difference in comparing the two energy 
corporations, natural gas and Ontario Hydro, where it is not feasible, or may 
become too costly, for you to venture out into some other municipality, in a 
sense to say you or Ontario Hydro may ignore the mandate that says. you have to 
supply energy there. 


Mr. Aiken: There are two drivers for energy at cost. The first is 
that any system expansion must be reviewed and approved by the Ontario Energy 
Board. The second is that any unfeasible expansion is to the detriment of the 
public shareholders, and they tend to get upset if net income is not there. 


Mr. Charlton: A supplementary on that, just so I can fully 
understand it. I guess what you are saying then is that the board will not 
allow you in an uneconomic market like Port Elgin or Southampton to spread the 
recovery across the whole rate structure, that you have to recover the 
investment from those communities, whereas Hydro can go into uneconomic areas 
because it is spreading the cost of recovery across the whole system. 


Mr. Aiken: There are some minor exceptions to that, but basically 
that is the concept: that existing customers should not subsidize expansion in 
the future, that it should be recovered from those customers who are either 
going on the line or can be foreseen-- 


Mr. Haggerty: Similar to local improvements in a municipality. 
Mr. Aiken: Yes. There is a time frame to that. 


Mr. Haggerty: On page 9 of your brief is the question of considering 
cogeneration by using natural gas. Could you operate if you were offered 
cogeneration at one cent per kilowatt-hour, or less than what Hydro is selling 
it for? Does the cost of converting your energy into electricity make 
cogeneration feasible? Is there a profit to be made by your industry and by 
Hydro? 


Mr. Pinnington: I am not familiar with all of the details. The 
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cogeneration application is, generally speaking, a smaller one. That it could 
produce power at one cent a kilowatt-hour is highly unlikely; that it would be 
competitive with coal-fired generation, the answer is yes. 


Mr. Haggerty: Page 9 states that the specific application to range 
rates would vary from one to four cents per kilowatt-hour. We are talking 
about cogeneration. It has been indicated that other industries may be 
interested in it, but if you are going to be selling electricity for that 
price, then I cannot see that there would be any return for Ontario Hydro if 
it is going to cost less than that. 


Mr. Howe: Perhaps I can help for just a minute. The discussion on 
the rates set out in the brief is really a summary. The rates are extremely 
complex and some of them are offered only in certain months, that is, the 
shoulder months. Other forms of rates are offered throughout the year. It is 
extremely difficult unless we sit down and get into it in a much longer form 
of discussion to really direct our attention to the one-cent power application. 


1 think, as Mr. Pinnington pointed out, there are certain instances in 
wnich gas-fired cogeneration is a viable alternative, but it would be very 
difficult to put the question that you have raised in the context of one-cent 
power because it is not made available by Hydro throughout the year and in all 
areas. We would have to sit down and discuss it. It would frankly take a long 


time to fully answer your question because of the complexities in the power 
that is being offered by Hydro. 


Mr. Haggerty: You have perhaps the same rate schedule too, with 
different rates for residential, commercial and industrial. As I recall, one 
of the chemical plants in Niagara Falls was complaining that’ it could not: 
convert natural gas into fertilizer because the cost was too high. Apparently 
it did get a better rate. 


Mr. Chairman: We are down to one minute. 

Mr. Haggerty: You are really watching it closely, aren't you? 

Mr. Chairman: You bet. 

Mr. Haggerty: My name is not Ashe, is it? 

Mr. Ashe: I put my hand up sooner; that is all. 

Mr. Haggerty: I thought you wanted to leave the room. 

You have variable rates then, similar to what Hydro has, do you not? You 
have to be competitive in that area. You can only pass that small rate of one 


cent or four cents a kilowatt on to the consumer. If gas did the same thing, 
we would all be happy. 


what is your forecast for the price of gas and oil given the crisis in 
Libya? Do you see any price increase in this area? 


3:40 p.m. 


Mr. Howe: Perhaps I can let Mr. Pinnington or Mr. Aiken answer that 
question. I might say that in the past we have been somewhat sceptical about 
Hydro's forecasts of the price of oil and natural gas. Hydro has in the past 
in its Untario Energy Board applications pegged the price of natural gas to 
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the price of oil. Given the current situation, that makes all of the previous 
forecasts that Hydro has used relatively meaningless. One of the problems we 
have is that we have not had the time to fully study the demand-supply study 


to ascertain whether they have used those kinds of forecasts. If they are 
using them, it is frankly just shooting in the dark. In terms of the future 
costs of oil and natural gas, I think Paul or John would be in a better 
position to answer that. 


Mr. Ashe: Get your hands on your phone to your stockbroker. 


Mr. Pinnington: It is important to consider the long-term price of 
oil or natural gas as not necessarily being a nice, smooth line on a curve. 
That is probably the error that many of us have made before and never before 
have we seen a swing quite like we have seen even in the past six months where 
a barrel of oil on the international market has gone from $40 down to $12, or 
less than that in most recent days. 


If you are asking me if there was an embargo on the international market 
on crude oil tomorrow as a result of this recent upset in the Middle East 
would the price go up, the answer is clearly yes. To what level, over what 
period of time would be difficult to say. In looking at the long-term price, 
in the 30 years that we are saying gas is going to be available, we have no 
reason to believe that natural gas would be other than quite competitive with 
the alternate energy sources. 


Mr. Haggerty: Thank you, Mr. Chairman. 
Mr. Chairman: Thank you, Mr. Haggerty.. 


Mr. Haggerty: Do you have a question? 


Mr. Chairman: I have a brief question that just requires a yes or no 
answer. Are you part of Hydro's public consultation process on the 
supply-demand option study? 


Mr. Pinnington: I am not personally. The Ontario Natural Gas 
Association is not. There may be someone within Consumers, Union, Northern and 
Central--one of the industry people. I can check and advise you accordingly if 
you would like. 


Mr. Aiken: To my knowledge, the only public consultation that we 
have is as part of their economic forecast group. 


Mr. Pinnington: Before we retire--1 assume that is the end of the 
guestions--I would like to observe the question asked by Mr. Cureatz about his 
greenhouse and I will undertake to seek some answers for him in that regard. 


Mr. Cureatz: Gene McNamara, who came in and visited me from the 
regional office, wherever the regional office is, had a great story. It was 
told well, and I understood it perfectly, but 1 got the gas company in a 
corner on it and I thought it would be interesting to follow up. 

Mr. Aikens: It is one of those requirements to provide at cost. 


Mri. Cureatz:.Yes. 


Mr. Pinnington: I will seek to obtain an answer for Mr. Cureatz on 
that. 
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Mr. McGuigan: There is one out our way that Union takes good care 
of, as long as you do not mind. 


Mr. Pinnington: Mr. Chairman, we again welcome the opportunity to 
assist your staff in providing any detail they may require on the natural gas 
side of our activities. Thank you once again for inviting us to join you. 


Mr. Chairman: Thank you, Mr. Pinnington. 
Energy Probe; Mr. Kubin, Mr. Poch, welcome again. 
ENERGY PROBE 


Mr. Rubin: Thank you; it is good to be before you again. We are 
going to be speaking in turn. In fact, my colleague David Poch will be 
providing the first presentation and he will be setting some of the framework 
of our discussion, outlining part of the problem as we see it and as we hope 
the committee sees it or will see it by the end of the hearings. We will begin 
on our proposed solutions and I will largely handle the rest of our proposed 
solutions. 


Mr. Poch: This committee has an opportunity that its long list of 
predecessors has not shared. Today in Ontario there is a confluence of all the 
necessary ingredients for positive reform of the electricity sector: public 
support, a confidence in the availability of good technological alternatives 
and, as Ontario Hydro has put it, a window in the planning continuum. Now more 
than ever is the time to act. 


Having been present for much of the last two and half weeks of hearings, 
I am pleased to see several themes emerging and 1 hope conclusions emerging 
that are consistent with the conclusions that Energy Probe has itself arrived 
at after studying problems facing the energy sector for many years. I think it 
is fair to say that we have heard a lot that used to be considered 
revolutionary or in Mr. Cureatz's words, "even philosophical,’ now being 
described as conventional wisdom. 


Hydro now acknowledges that efficiency is an option to be considered and 
it was just last Friday that we heard one of the nuclear industry 
representatives, Mr. Donovan, agreeing that even the vested interests of 
groups like miners were not sufficient to warrant passing up the benefits of 
energy efficiency. The suggestion that conservation and efficiency must mean 
sacrifice and discomfort is now recognized by all but the dinosaurs as 
outdated and simply a red herring. Indeed, we have heard how high tech 
efficiency improvements can enhance comfort and economic productivity and 
create jobs to boot. 


A point we raised in this committee's first phase that has now been 
developed with academic rigour by Dr. Berkowitz of the University of Toronto 
is that present subsidies, including the provincial debt guarantee, tilt the 
game in favour of Hydro's options and in favour of capital-intensive options, 
such as nuclear. 


We heard from Mr. Lawson, who is a spokeperson for the nuclear industry. 
He agreed that the nuclear industry will survive with or without more domestic 
sales. I think it is fair to say that industry's future is not an issue that 
must skew energy choices in Untario and should therefore not be of primary 
concern to this committee in these discussions. Mr. Lawson also conceded the 
point that it was no longer sensible to try to plan with a 15-year lead time. 
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That is an important point. Of course, he would not admit that a 15-year lead 
time is what the nuclear option entails, but I am confident that you have a 
more realistic view on that point. 


A recurring theme that the committee has heard is that Ontario Hydro has 
enjoyed the envy of many other utilities due to its success in constructing 
one of the world's largest integrated systems, but we have also heard how the 
utility has been less than successful at providing us with the benefits of the 
marvelous efficiency technologies now available that we have also heard about. 


It is worth spending a few minutes looking at some specific problems 
that Hydro has had in that regard and I hope Mr. Ashe, who I think managed to 
slip out anyway, will not find this too negative. We have some positive 
suggestions a little later. We will use the overhead to guide you through this. 


Why is this highly praised utility having trouble changing gears? 
Perhaps it is because its strengths in the past turn out to be its weaknesses 
today. 


The first point is that Hydro is a massive construction company and 
while its in-house capability to design and construct megaprojects such as 
eight-unit nuclear stations has led to some of the cheapest nuclear stations 
around--of course that presumes we do not have too many problems with pressure 
tubes, which may be highly optimistic--the point is that a megaproject 
construction company is not going to be the first off the mark when it comes 
to changing light bulbs for a living. 


Let us not forget that Hydro has been in the construction business since 
its creation. It is hard to find a senior member of that organization who is 
not an engineer, and the people developing Hydro's efficiency in conservation 
numbers are graduates of Hydro's system planning and nuclear divisions. No one 
is suggesting that Hydro's staff has any ill intent, but we have to face 
facts: we are asking a horse to change colours. 


Be50 p.m. 


-A second related problem is the inflexibility inherent in Hydro's scale. 
One might simply say that inflexibility and big decisions lead to big 
mistakes. It can also lead to big successes, of course; the question is 
whether we can afford the risk of the mistakes. 


Perhaps there is no better testament to that problem than the fact that 
Hydro's demand-supply option study covers a period of time commencing seven 
years from now and ending some time in the next century. In the real world, 
where oil prices and long-term forecasts can both tumble overnight and both 
have tumbled overnight, we can no longer afford the big mistakes that will 
inevitably flow from such an inflexible decision-making framework. 


I believe the committee understands all too well how big those mistakes 
can get. You have already had to grapple with the problem of Darlington, which 
was a megadecision that turned out to be wrong after about half the money was 
spent. Even the answer to the question of whether to spend the second half of 
the budget, in effect to get the whole station for the price of the last half, 
has been less than obvious. There is no question that if we could turn back 
the clock, we probably would reach a different conclusion today about starting 
the thing. 


Hydro would differentiate between the decision to build Darlington and 


N-28 


the type of decision-making involved in its demand-supply option study by 
suggesting its DSOS will not require choices to be made now, rather it will 
simply provide a method or framework for making decisions. Nowhere in their 
proposal do we see a commitment to maintain outside input into the process 
once it is in place. To us, that implies a much-narrowed range of options 
after the initial phase, an inflexibility that we may pay dearly for. 


Of course, if Hydro does use the demand-supply option study framework to 
decide to build Darlington b, they will be making decisions today for the year 
2000. Even if they do not reach that conclusion, choices in the 1990s will be 
made within a framework that narrowed the menu of options back here in 1986 
and will be dangerously out of touch with the realities of the 1990s. In fact, 
even intitial decisions will be hopelessly out of date by the time they are 
made. 


One of Hydro's planners was quite frank when, during the course of the 
transmission line hearings in southwest Ontario, he and I and Mr. Lovins 
discussed the problem of Hydro using out-of-date information. Hydro has to 
rely on the industry literature and industry studies that are sometimes years 
behind the leading edge of new technologies. I do not fault them for that 
approach because if I had to make one big decision for the whole province with 
public money, I would be very cautious too because a mistake will 
automatically be a big one. If we have to put our eggs in one basket, we had 
better make sure it works. 


The point is not simply that Hydro takes big steps where the cost of a 
mistake is too high; it is also that Hydro is of necessity slow on its feet. I 
do not need to dwell on this because I think it is obvious to all that Hydro 
is simply not designed to make many fast and small decisions, the kinds of 
decisions one faces when talking about demand-side efficiency options. 


My third concern is also obvious and that is that Hydro has a good deal 
of inertia. A less tactful commentator might have said that Hydro blindly 
defends its past decisions or even that its head is stuck in the hand, but you 
will not get me to say that. I am going to leave that colourful language for 
Mr. Macaulay and I will instead offer an example for you. 


In the southwest Ontario transmission hearings, Hydro filed an 
environmental assessment that filled five or six four-inch binders. A key 
obligation under the act is for the proponent of a project to present 
alternatives to the project and alternative ways of doing the project so that 
the board hearing the case can assure itself that the proponent's choice is 
the best one for the people of Ontario and for the environment. 


There is not one word in Hydro's document about strategic 
conservation--this is a hearing that is going on right now--nor is there any 
discussion of the benefits of cogeneration despite the fact that southwest 
Ontario, where we are talking about putting these wires, already has some 300 
megawatts of industrial cogeneration and according to a study that Hydro 
commissioned itself, there is scope for lots more. 


In this, I am afraid, all too typical instance, Hydro has not simply 
failed to meet the requirements of the law in our view; it has also let the 
province down by ignoring demand-side potential. You have already heard Hydro 
chairman Tom Campbell's response. Earlier in these select conmittee hearings, 
he characterized as ''dangerous nonsense" our suggestion that efficiency could 
play a major role in reducing the need for new transmission and should be 
included in Ontario Hydro's Poa documentation. 
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There are two issues here. First, Hydro will not admit that lowering 


load growth in southwest Ontario by implementing efficiency measures could let 
us get away with something less than three major transmission corridors 


through prime agricultural and recreational areas. It is arguable. Who knows? 
Hydro might be right; perhaps stratégic conservation has no role at all to 
play in meeting energy service needs in southwest Ontario to the year 2000, 
which is what we are talking about in that hearing. I sincerely doubt that, 
and I think it should be apparent that it must play some role. It may not do 
away with the need for this project but it may lessen the damage. 


That is sad enough, but I think the more discouraging point is that 
Hydro would not even put the option on the table to be discussed. That is what 
scares me. 


A fourth problem is that Hydro has not just been ineffective at bringing 
on alternative forms of generation, or cost-effective negawatts as they have 
been referred to, it has also frozen out innovation, experimentation and the 
efforts of others to bring on those cost-effective technologies. 


In the first phase of these hearings, this was addressed by Terry 
Burrell, who quantified the special treatment that Hydro gets but that 
independent producers of negawatts do not. Hydro is willing to offer its 
avoided costs as a buy-back rate for megawatts, not for negawatts. Logically, 
from its own point of view, Hydro bases the calculation of avoided costs on 
Hydro's subsidized reality today. Those are subsidies are not insignificant, 
as Dr. Berkowitz pointed out on Monday. He suggested $436 million as the 
annual subsidy to nuclear generation in Ontario. That does not include 
advantages Hydro gets by not having to pay taxes its competitors do. 


By ignoring the uneven advantage of these subsidies in its decisions and 
in its rates, Hydro eliminates competing technologies that may be as cheap or 
chaper than the total societal cost of Hydro's preferred option. 


If I can generate a kilowatt-hour for four cents and Hydro's subsidized 
costs are 3.5 cents, it will not pay me to do it. Hydro will not pay me more 
than its subsidized costs, even though Hydro's unsubsidized costs will be over 
four cents. To view it another way, my costs, if I were given the same 
subsidies as Hydro, would be less than Hydro's subsidized cost of 3.5 cents. 
Similarly, if I can save a kilowatt-hour for something less than the real 
unsubsidized cost of Hydro's power, it will not be in my interest to do so if 
my unsubsidized costs are anything higher than Hydro's subsidized price. The 
same holds true if you want to get into the business of selling efficiency 
technologies. 


The other point Dr. Berkowitz made was that, since there are major 
subsidies to capital, there is a tilt in decision-making in favour of 
capital-intensive options. Those options are like the nuclear generation 
option. The tilt is also from labour-intensive options. That is important in 
this day and age. Even if we continue to take advantage of the province's © 
access to relatively cheap capital, there seems to be no good reason for 
insisting that the interest rate advantage automatically flow through to 
Hydro's capital projects. There are several ways to keep the benefits without 
introducing what the economists call distortions; I am going to let Mr. Rubin 
address that later. 


The fifth concern is that Hydro has been playing legislator. It has been 
deciding who gets favourable treatment and what options you and I can have 
access to. 
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I have already illustrated how Hydro's preferential treatment on the 
supply side puts competitors out of business and effectively narrows our . 
freedom of choice as consumers. Hydro in its demand-side activities also 
chooses for us what technologies to subsidize, and again becomes 
decision-maker for the public instead of servant to the public's will. When 
government chooses to subsidize, the consumer's loss of choice may be merely a 
regrettable side effect; but when the choice is made by an unaccountable 
utility, it is an intolerable one. We did not elect Hydro and we cannot vote 
LE; outs 
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It may well be a legitimate policy of a government to lure industry to 
Ontario, or indeed to encourage efficiency, with subsidies, but that is is the 
role of the government, not of Hydro's board. Moreover, even with clear policy 
direction from government, Hydro has proven itself a poor choice as an 
implementation vehicle. For example, it is not allowed to discriminate between 
customers within one class; it has to use a broad brush. I do not think 
anybody argues with the merit of that. In the subsidies to attract new 
business, since it can only subsidize the commodity, and it can only do so for 
everyone--it cannot subsidize a specific industry directly--Ontario Hydro has 
encouraged tremendous waste. 


Unfortunately, it is worse than that. Subsidies and policies that make 
commodities such as electricity cheap not only encourage waste and degradation 
of the environment, they also rob from the poor and give to the rich, because 
they are based upon use. They favour major users, who tend to be the wealthier 
members of our society, over lesser users, who tend to be the poorer. 


Throughout this hearing we have heard of another problem facing Ontario 
Hydro. It has been called the problem of 'nonparticipant losers''. We would be 
remiss if we did not point out the irony of Ontario Hydro's holding this up as 
a reason it has avoided investment in technologies, which even Hydro admits 
may be more cost-effective. This is the same utility that is promoting 
baseboard heaters. We just heard about that. That technology lasts 30 years, 
according to Hydro's own evidence at the Ontario Energy Board, and adds 
substantially to the system's winter peak, eventually forcing system expansion 
that raises everyone's costs. It raises average costs for everyone. We might 
terms Hydro's approach to this issue as somewhat less than evenhanded. 


My seventh and final point in this area is that what is best for Hydro 
is not necessarily what is best for the province. 


Hydro bases its decisions to build capacity on long-term forecasts of 
load. We believe an institution such as Ontario Hydro will inevitably do that. 
It requires tremendous lead times in which to respond, both because of its 
scale and because of the technologies it favours. The problem is not simply 
that Hydro's crystal ball is as cloudy as everyone else's crystal ball. The 
problem is also that Hydro's forecasts become self-fulfilling prophecies, ~ 
because Hydro will do what is best for Hydro. It will do its best to make its 


nee come true once it has committed capital to a plan based upon that 
orecast. 


We get caught in a cycle. Hydro makes a load forecast on the basis, in 
large measure, of the history of load growth it has previously experienced. On 
the basis of this extrapolation, Hydro pleads the need for more facilities. In 


the absence of alternatives, which Hydro has managed to help keep off the 
scene because of its unfair competitive advantage, it gets approval to go 
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ahead. It then invests billions of what turns out to be our children's dollars 
in constructing a megaproject which, as the committee I am sure will 
area, is not something that can easily be done in small, productive and 
flexible increments. 


As reality unfolds in a manner different than hydro's prediction, Hydro 
adjusts its rates to encourage use of its committed plant. We just heard about 
all those incentive rates. We see its advertising; it advertises electric 
heating to soak up Darlington. It offers incentive rates and discourages 
efficiency technologies. It is only natural we are going to respond by buying 
more electricity. Hydro then makes a new load forecast on the basis of our 
appetite, which Hydro itself inspired, and the cycle repeats itself. Hydro 
does not have complete control, for which we are thankful, so we see a little 
damping; but it is a very iterative process and Hydro plays quite a role in it. 


Hydro all the while sees the risks of possible electricity shortfall or 
raised rates, but discounts the tremendous costs to the economy of 
discouraging cost-effective efficiency and of discouraging the building of 
multibillion-dollar megaprojects that could be unnecessary. 


Hydro is suffering from a number of problems which are enumerated before 
you; I will not read through them. 


I think it is fair to say that while you may differ with the wording of 
some of these, there is pretty widespread agreement on many of these points. 
There is also a lot of common ground about what it is we all like in energy 
options and structures. We all like options and structures that offer 
resiliency, flexibility, efficient use of all resources and a strengthened 
role for local communities. We like ones that respect existing social 
structures, the environment and individual choice. 


Assuming the committee agrees with those goals, as I believe most 
Ontarians do, the difficult question is how do we foster these goals and not 
find ourselves back here in three or four years wondering why we still have 
the same problems. After all, what we share is not only a desire for 
constructive change; we also share a history of relatively unproductive 
attempts at reform by a variety of past committees. 


' This committee has heard a great deal about the technological revolution 
in energy efficiency, and I do not propose to repeat that evidence. I think it 
is indisputable that many of these technologies, and I am not suggesting all, 
are preferable to the supply options Ontario Hydro has traditionally relied 
upon. The committee has gone through some exercise itself, trying to rank 
these different options. In our view, you need not and indeed should not spend 
your time on a detailed weighing of the relative costs and benefits of the 
competing technologies. Any attempt you make in that regard will be frustrated 
by the inordinate complexity of evaluating a fantastic range of technology 
that comes in small increments applied in endlessly different situations. The 
difficulty of that task is exacerbated by the very real problem of a rate of 
improvement in those technologies that, in Amory Lovins's words, ''Requires a 
looseleaf mind." 


This has led us to conclude that to choose the preferred technology of 
the day is never going to be to choose any one technology. The choices we make 
today can never lead to the right choice for all time. Accordingly, we believe 
that the greateset contributions this committee can make are those that lead 
to structural changes, changes in the rules to the game, changes that improve 
our chances of reaching the right conclusions today and in the future. 
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In that vein, there are three areas we would like to discuss: 


First, how do we assure ‘that everyone can get hold of the information 
needed for good decision-making? 


Second, what reforms respecting the regulator's role are needed to 
ensure that ongoing decisions are good ones? 


Third, I would like to offer some practical steps the government can 
take in other areas that would be of lasting benefit. 


Il am going to touch briefly on the first two and leave the last area to 
my colleage Norm Rubin. 


The first is information. Whatever Hydro's role, there is a need for 
independent gathering and dissemination of information. Any decision is going 
to be better with better information. It will help the regulators; it will 
help government; it will help consumers; it may even help Ontario Hydro. A 
good example is the labelling program we have heard about from a variety of 
witnesses. Unfortunately, it seems to be vanishing. Whether for appliances, 
industrial motors, cars or houses, labelling programs cannot help but steer 
people in the right direction. They have a key advantage over mandatory 
standards: they respect freedom of choice. We will not have some misguided 
reguator telling us to give up the frost-free fridges we have talked about at 
some length here. Labelling programs also educate consumers--Ontario will 
become a market for efficient technologies and not a dumping ground for 
albatrosses chased out of other jurisdictions. 


We have all taken note when Amory Lovins or Tom Campbell has come before 
the committee and held up a real, live light bulb and it turns out that light 
bulb gives us a pleasant light and real savings. If that kind of information 
was out there--price ranges, paybacks and lists of suppliers--those 
technologies would become commonplace. What we need to do is to make Mr. 
Lovins's looseleaf mind accessible to decision-makers, and that means large 
decision makers and small decision-makers. 


I need hardly add that this role should not be centralized in the 
electric utility, which has an obvious conflict of interest. A government 
department may be the logical choice, presuming it is kept at arm's length 
from the influence of conflicting interests such as Ontario Hydro, so that it 
has good credibility as a source of information. It is important because 
independent information is not simply helpgul to us in making good decisions; 
it also acts as a check on the potential for self-interested groups to abuse 
_any special status that has been granted to them, such as monopoly status, or 
at least to look at the world throgh rose-coloured glasses, which may not be 
appropriate. 


Accordingly, we recommend that the Ministry of Energy be given a clear 
mandate and sufficient resources to research and disseminate information about 
efficient technologies and that it be specifically charged with the 
responsibility of developing legislation to ensure labelling of energy-using 
technologies sold in all sectors. We do not restrict those comments to the 
electricity sector. 


The second area I would like to touch on is reforms affecting the 
regulators. 


In everybody's scenario for the future there is a need for some 


N-33 


regulation because at the very least the grid will remain a monopoly. One of 
our key concerns is that the regulator not become a captive of the regulated 
industry and that it not become somehow insulated from a knowledge of the 
competing interests at stake. 
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While regulators must have the resources and power to to do the jobs we 
are asking them to do, they should not themselves become a source of energy 
policy. The test to be applied by a regulator should be spelled out by the 
Legislature. Deciding upon a suitable test is, in our view, one of key 
decisions you must make. We have a simple suggestion: least cost. You must 
include in that externalized environmental and social impacts and have due 
regard for fairness amongst competing users of the grid. I should add that 
those users should not be limited to the utility. Everyone should have to play 
by the same set of rules. | 


We strongly advocate enhancing the accountability and representativeness 
of the regulatory boards, all-party appointment procedures and the inclusion 
on each board of representatives from the critical public; these measures 
would be a good start. Resources must be made available to less-moneyed 
interests so that they can effectively be heard by the boards dealing with 
these highly complex matters. The gas companies, I noted, were not 
particularly fond of that. 


As counsel for Energy Probe, I can state that there have been a lot of 
hearings that we felt our public was quite interested in having us attend, but 
we were not able to because we could not afford it. I can see why that might 
please the gas companies but it does not please us, and I think it was clear 
from Mr. Macaulay's comments the other day that it does not please him. He 
feels he gains something by having diverse viewpoints in front of him. 


I think that both the Ontario Energy Board and the Environmental 
Assessment Board, which are really the two boards we are talking about here, 
will find their jobs much simplified if they have the benefit of well prepared 
and well presented evidence from the interests affected. There are a great 
many specifics with respect to things like the energy board that I have not 
touched on. You have heard from others. I think our position is known on those 
and I will not go into them. I am going to pass the wand to my colleague, Norm 
Rubin. 


Mr. Rubin: Thank you, David and ladies and gentlemen of the 
committee. 


I think we have heard a fair amount of what the problem is. I think we 
have a view that I hope is moderately common of what it is about the status 
quo that needs attention. After all, this is partly why we are here, not 
merely because Ontario Hydro asked everybody for their opinions on what it is 
going to do and this committee responded. 


I hope that what this conmittee has heard so far is an indication that 
the questions run significantly deeper than that for this committee. 
Fundamental to those is the question ''How can Untario get closer to a 
lower-cost and lower-risk supply of energy, especially electricity and the 
services that electricity can bring?'’ I suggest that there are three partly 
overlapping approaches to that solution. 


I call number one in general a levelling of the playing field; that is, 
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creating an environment in which the kinds of selective subsidies that you 
heard about from Professor Berkowitz, for example, are not selective; in which 
technological options compete fairly; in which parties compete fairly; in 
which you do not have to be Ontario Hydro to be able to build a certain plant 
at a certain cost; in which we can allow solutions within Hydro and outside 
Hydro to compete fairly; and in which we can allow various technologies, 
nuclear power and light bulbs, nuclear power and coal, smail-scale hydro, 
megahydro, etc., to compete fairly. That is not happening at present. I think 
it is clear. In other words, let Ontario--not just Hydro, but Ontario--buy the 
best bargains first, to steal a phrase from Amory Lovins. 


The second general area on which I think we agree some action is needed 
is improving the institutional framework. You have already heard a number of 
areas in which that might happen: make sure that information is available; get 
the government more involved in making that information available; make sure 
that regulation, when it happens, happens properly; make sure that regulation 
happens when it is needed; improve equity by bringing the costs and risks, on 
the one hand, and the benefits, on the other hand, together. 


If the people who are going to benefit from a decision themselves bear 
the costs and the risks of those decisions, you do not have to look over their 
shoulders. They will not do it if it does not make sense. If they do it, it is 
probably because it does make sense. If you have a bunch of people at 700 
University Ave., saying, "My career path will be good if we follow. path X; 
someone else will bear the costs and risks," you are going to have to look 
over their shoulder until you are blue in the face and they will still 
Se oeniue how to outfox your regulator. You have a system framework problem 
there. 


Third, and I am afraid that for the committee this might be the largest 
of the concerns and for me and for Energy Probe it is the least of them, a 
need is to change the actual mix of decisions and of technologies; that is, to 
tilt towards the technologies that are now being unfavoured, to pick your 
favourite, whether it is a lightbulb or whatever and get Ontario Hydro away 
from its hobby horses such as nuclear megaprojects. 


I submit that if you take the priorities in order, that is the one that 
this committee and this government do not have to solve. That is the one that 
solves itself when you get the rules right. 


I would like look now at two classes of solutions, and I will Eny to 
hurry through this first page because the hour is late and because the 
headline gives away the fact that it is not worth, in my view, spending a lot 
of time on. In fact, the reason these are up is that I think they are 
superficially attractive, many of them. I call these, solutions that will not 
work or will not work for long. 


The first class of solutions is reforms that leave the institutional 
framework intact. For example, tell Hydro, firmly, to do what is best for the 
province even if it is not what is best for Ontario Hydro. This simply flies 
in the face of a basic principle of human nature which I would state as 
follows: any arrangement that depends on any actor doing what is not in that 
actor's best interest will surely fail. I could say that again; I hope I said 


abe ee enough that it got through. I think there is no way out of that 
rule. 


Telling Hydro to do what is not good for Hydro is whistling in the wind. 
Hydro has not acted the way it has acted to date through inadvertence, through 
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stupidity, through error, through not paying attention to what it did or by 
accident. It has done what makes sense for Hydro. Whatever faults we have 
found in those actions are not faults of inadvertence, they are faults of the 
rules that Hydro is acting very well by. 


Reform 2: Put better people in charge of the decisions but in the sane 
institutional framework. The problem here is that this solution misinterprets 
the problem as being a problem of bad people. Hydro's people are already nice 
enough. Even exceptionally saintly people can very seldom overcome bad 
institutions even for a short time. 


I will not dwell on the experience of the Tennessee Valley Authority, 
which had a remarkable chairman who loved conservation and set out to turn 
that organization on its head and continued building a bunch of megaprojects 
that made absolutely no sense, except, they thought at the time, to the 
organization. He did not turn that organization around. That is still one of 
the most rotten organizations in North America, I submit. It has done 
incalculable harm to’ the Tennessee Valley, which is still the poorest area in 
North America and largely because of, not despite, the Tennessee Valley 
Authority. 


The attempt to solve our problem by appointing a David Freeman to be 
chairman of Ontario Hydro is missing the boat. It did not work there-- 


Mrs. Grier: How about a Norm Rubin? 


Mr. Rubin: Norm Rubin would not do it either. With respect, I think 
.I1 woula change things for a couple of months, maybe a year, until I had 
moulded into the job I was asked to do, and that job is to serve Ontario 
Hydro. That is what the chairman does for a living. 
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Number 2 under the general class is what I call centralizing reforms 
that depend on constant attention. These have a general characteristic to 
them; especially the first two. These first two, especially, assume falsely 
that choices of technologies can and should be made in or near Queen's Park 
for the whole province. I think Mr. Poch has spoken enough about the folly of 
that and I need not dwell on it further, but there is another aspect of these 
that also concerns me. 


Leaving these decisions in the hands of this committee, in the hands of 
the Legislature or in the hands of a regulator, in order to work for long, 
depends on a level of public interest and vigilance that is simply not 
realistic to expect, excepting crises. When we get a nuclear meltdown, we will 
have full attendance at the nuclear hearings. If the province's credit rating 
drops again, and drops because of Hydro's debt; if electricity rates 
triple--you know when things are bad enough that electricity issues become 
public issue number one--then this kind of framework will work very well. Then 
every legislator will know what his constituents want on this and will not 
have any choice but to follow that public will. As long as these issues remain 
public issue number nine or 10 and if we wait for the public to scream for the 
one obvious good decision, we will continue to get rotten decisions. 


I will deal with these quickly: the demand-supply decisions in the hands 
of the Legislature. I think I have stated my main concern about that. I just 
do not think this is a high enough priority item for the Legislature to want — 
to divert its attention to on the nitty-gritty level. 
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Put the demand-supply decisions in the hands of a regulator? This one I 
think, frankly, has a little bit more to attract it because a regulator can 
put a great deal of time into this issue. If you are attracted to this one, 
then I hope you are attracted to the technical fixes that my colleague 
suggested as ways of making regulators themselves accountable and responsive. 


If we put all these decisions into the Ontario Energy Board as currently 
constituted, one has to start asking the question, who are these people? Who 
elected them, how do you unelect them, how do you influence them? We all have 
our hobby horses, we all have our pet projects, we all have ways of looking at 
the world, we all have different ways of looking at the world. How do you put 
my kind of people, your kind of people on the Ontario Energy Board? 


There are ways of making that happen. Intervener funding, cost awards, a 
number of those other structural solutions to regulation also help get good 
answers out of regulators; but again, making all of the regulatory decisions 
fails in a number of regards, including that you have to make them all at one 
spot. You are not going to capture these technologies--you are not going to 
capture these options--by doing that. 


The last thing I have as a solution that will not work, or will not work 
for long, is one that I am very fond of, except it will not work for long. he 
can make a lot more progress than we have in this, but we cannot get to the 
point that makes sense without changing the rest of the system. That is on the 
matter of buy-back rates, and buy-back rates specifically have to do with 
parallei generation, with getting other people into the grid. In order to get 
best bargains first in electricity supply, you have to treat.supply 
technologies that are outside of Hydro as favourably as you treat supply 
options that are inside of Hydro. 


As Dr. Burrell indicated in the first phase of the hearings--at that 
time, Hydro was paying something like 3.3 cents a kilowatt-hour for parallel 
generated electricity--the buy-back rate outside of Hydro would have to be 
more than five cents a kilowatt-hour. I believe the number was 5.5, but I have 
not doublechecked it. Hydro would have to pay more than 5 cents a 
kilowatt-hour to somebody outside of Hydro in order to make happen the same 
technologies that Hydro can do at 3.3 cents a kilowatt-hour. This is simply 
because we give so many subsidies to Hydro. 


Hydro gets the provincial loan guarantee, somebody else does not. Hydro 
does not have to pay taxes, everybody else does. Hydro does not have to 
provide a return on their equity, everybody else does. You go down that list 
ot freebies we give to Hydro and something that really costs a 5.5 cents turns 
out to look like it costs only 3.3 cents a kilowatt-hour when it is in Hydro. 
So you do not get the best bargains first when Hydro pays 3.3. 


Why do I say this solution will not work? Dr. Burrell was implying that 
if only Hydro paid 5.5, we would get best bargains first. The problem is that 
as soon as you try and do that, you end up with a mare's nest of embarrassing 
problems. You end up paying somebody more to generate electricity than you are 
charging him to buy electricity. 


Mr. Haggerty: Why get into cogeneration then? 


Mr. Rubin: In fact, it would be a great deal for somebody to get 
into cogeneration, but instead of generating for themselves they generate for 


the grid where they can make 5.5 cents a kilowatt-hour; they may be paying 
only three or four for the electricity they buy. Just wait until the Toronto 
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Sun or anybody who takes an outside view of this gets their hands on that. 


What are we doing here? We are selling something to these people at four cents 
and we are buying back the same stuff at 5.5 and you cannot tell the 
difference between the stuff you are selling and the stuff you are buying. 


Anybody who thinks that is a long-term solution, or even a short-term 
solution, is kidding themselves. You can get up to the price that you are 
charging for the thing. When you get past that, and you have to get past that, 
you have to pay more in order to level the playing field. In order to get best 
bargains first, you cannot leave the buy-back price at the selling price. You 
have to go past it. You cannot go past it because you end up with situations 
that, when you look at them in isolation, are ludicrous. 


That is a serious problem. It is not just a marketing problem, I will 
maintain, it is a serious problem. In other words, you have to make two 
numbers the same and there are three ways to do it. One is to lower the high 
one; another is to raise the lower one; the third way is to do both until they 
meet in the middle. If all you do is raise the number that is artificially too 
low, in this case, for very good, practical reasons you end up with a 
situation that goes tilt. You have to do something else. 


That brings me to solutions that may work. Would you uncover these one 
at a time please? Just put a piece of paper over it so I can talk to the one. 


The first one is a kind of megasolution, perhaps I should call it a 
metasolution; it covers all of the others. I do not think that in the’ 
remaining three or five or 15 minutes that we are going to spend on this today 
or the remaining time this committee is going to spend on it, you are going to 
hammer out exactly what should be done. This is a task that this committee and 
the government should delegate to a representative task force. Every sector in 
the province that is deeply involved in this should be invited to sit down 
together, look at models from elsewhere, look at these various solutions and 
try to dot the i’s and cross the t's after choosing among them. 


The next one is specifically what might happen and what I believe must 
happen in order for the playing field to be level and for the problems to be 
solved. Ontario Hydro should pay the profit on its electricity exports to its 
shareholders and not to its major power consumers or to power consumers in 
general as it now does. Right now when Hydro exports, it makes money on that. 
That money goes to lower electricity rates. Who benefits when you lower 
electricity rates? Those who use the most electricity. 


Again we have Robin Hood running in reverse. The Association of Major 
Power Consumers of Ontario, whoever they might be, are not the owners of 
Ontario Hydro; we are the owners of Ontario Hydro. We should be getting the 
dividends fron the profits that Ontario Hydro makes. They should not be used 
to encourage waste and discourage efficiency improvements, self-generation and 
parallel generation, all of which they now do. 


Mr. Cureatz: On a practical basis, they are trying to get the money 
back. 


Mr. Rubin: I beg your pardon? 
Mr. Cureatz: On a practical basis, if you are not going to use the 


money to lower the price of electricity, are you going to send everybody in 
Ontario a cheque? 


4:30 p.m. 


Mr. Rubin: Actually, I am getting to part of that in a moment. There 
are some interesting discussions about how you should distribute dividends to 
Hydro's owners. One way, probably the simplest way, is to put it into the 
general revenue func. I think that would have a lot of poilitical support as 
long as somebody could actually see a tax reduction somewhere that offset it. 
If not, I think I would be pilloried for having suggested it, and the rest of 
you would not do so well either. I think another attractive way is a quarterly 
cheque per Ontario taxpayer. 


Mr. Cureatz: And every member could send it out under his letterhead. 
Mr. Kubin: This is clearly for the task force to discuss. 

Mrs. Grier: Is that not a bit like Social Credit? 

Mr. Rubin: As I understand Social Credit, and I am certainly not an 


expert, it may be. I am afraid I do not know enough about it for it to be a 
bad word in my book; so perhaps we can talk about that some other time. 


The Acting Chairman (Mr. McGuigan):/The Liquor Control Board of 


Ontario does that. 





Mr. Rubin: Yes, if it wanted, the LCBO could sell liguor at cost. We 
would all have cheaper booze. The LCBO does not. Rather, it runs the thing 
more as a business than Ontario Hydro runs its business. 


I maintain that the easy one on this is exports. I am getting to the 
rest. I tried to order these more or less in order of how easy they are so 
that the lulus--those that I think you are not ready for yet and will not be 
ready for until the next hearing--are down at the bottom. 


Third, tax or take away the provincial loan guarantee. Again, the logic 
for this is that it is taxpayers who are providing this and it is major power 
consumers and export customers who are profiting from it. The costs and the 
risks come to me; the benefits go somewhere else. It is not right, it is not 
efficient, and it means we cannot get the right signal out there for 
efficiency, for parallel generation, for self-generation and for all those 
other things. 


The solution? Fix it; tax it away or take it away. Taking it away is not 
attractive. I think you have heard a great deal of testimony that we would not 
come out ahead if we simply said nobody can use the provincial loan guarantee; 
it is a resource, and if you do not use it, you do not get it. 1 will accept 
that logic for the time being and say in that case, simply tax it away. 


In other words, if it is something that is worth a lot of money that I 
am providing by taking the risk, then lower my taxes for it. That not only 
levels the field between Hydro, which gets the provincial loan guarantee, and 
everybody else, who does not, but also straightens out the imbalance within 
Hydro that now tilts Hydro in the direction of capital-intensive options by 
subsidizing capital instead of subsidizing everything. We do not subsidize 
labour costs for Hydro, which we presumably would if we thought unemployment 
were important. Instead, we subsidize capital as if we think the provincial 
debt is too low. It does not make sense. 


By the way, I am sure it is not lost on the members that many of these 
have the effect of raising the unit cost of electricity. With that, I think 
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there is a very real human need and a very real political need to offer 
relief; that is, if all you do to your voters is make them pay more for 
electricity, they probably will not thank you for it, and in a democracy you 
basically cannot get away with it, nor is it necessarily a good thing to do 
so. 


I suggest that relief for all of these should be granted to domestic 
customers through dividend payments to them as Hydro shareholders and to 
commercial and industrial customers through direct rate relief funded by the 
proceeds of those reforms that raise electricity rates. In other words, you 
are collecting extra money; start out by giving most of the commercial and 
industrial share back to commercial and industrial customers, and phase that 
out over something like five years. Additional proceeds, which in the case of 
industrial and commercial customers would increase over those five years, 
should go either to the general revenue fund to reduce income taxes or 
directly to each citizen or resident of Ontario. 


Mr. Haggerty: Why would you use it to retire Hydro's debt instead of 
giving it to the consolidated revenue fund? 


Mr. Kubin: I think the question of whether the consolidated revenue 
fund-- 


Mr. Haggerty: In the long run you would be reducing the cost of 
hydro over the years. In the next two years down the road, the rates should be 
lower rather than increasing. 


Mr. Rubin: With respect, I suggest it is always an option for the 


"government to use money from its consolidated revenue fund to reduce Hydro's 


long-term debt. There would be more money available for it. I think it is the 
people who administer the consolidated revenue fund who should make that 
decision. I am not sure I would speak for it, but let us discuss that after 
the money goes where it first should go. If it goes straight to reducing 
Hydro's debt and that is all you do, you are once again lowering Hydro costs 
as a result because the carrying cost-- 


Mr. Haggerty: The main thing is lowering the costs. 


Mr. Rubin: Again, every time you lower electricity costs, the 
benefit from that does not go. to you and me, because we do not use enough - 
electricity to get our share of that benefit. The benefit goes in proportion 
to the kilowatt-hours you use every month. There are big fish in that pond, 
and we are not they. Those big fish do not own Hydro any more than you and I 
do, but they now get the dividend cheque. That again is the reverse Robin Hood 
that we are engaged in here and that we should get out of for a number of 
reasons including that it distorts our entire energy economy. 


Mr. Haggerty: That goes back to the point I raised with you before. 
If you can get the variations in the rate structure for a preferred group of 
hydro users from one cent per kilowatt to four cents per kilowatt--it is 
almost below the cost of production, you might say--then why would anybody 
want to get into cogeneration if you can buy it cheaper than getting into it 
that? Everybody will not be able to sell it back-- 


Mr. Rubin: That certainly is a problem, but solving that problem 
does not address the point that I was making. If everybody paid the same price 
per kilowatt-hour for electricity and you decided to take a benefit of 
ownership of Ontario Hydro like a profit that they are making and distribute 


it to everybody in proportion, distribute it by lowering electricity prices, 
you still rob from the poor and pay the rich. 


If everybody pays the same price per kilowatt-hour and you say, ''Great, 
we have made enough money from sales to New York that we can sell electricity 
at four cents a kilowatt-hour instead of five cents a kilowatt-hour,'' then the 
chemical companies save millions of dollars, I save $1.50 every two nionths, 
you save $1.50 every two months and the big users and the rich folks who are 
using the electricity to heat their swimming pools or whatever and leaving all 
the lights on get more money than the poor people do. That is not only an 
artefact of the price structure we now have, it is also a problem when the 

rofits from profitable activities which are the result of hydro ownership go 
to hydro users rather than to hydro owners. 


Mr. Haggerty: I can see your point on it, but if you increase that 
hydro rate to the industrial and commercial users, the end result or the end 
use is that the consumer will be paying more because that pass-through will go 
to the consumer. The question is, are we any further ahead? 


Mr. Rubin: Since the consumers are also owners of Ontario Hydro and 
some of them consume more than others but all of us own Ontario Hydro equally, 
I maintain that you get a huge increase in equity as well as the spinoff 
increase in energy efficiency. That is, you solve this problem, for example in 
cogeneration and buy-back rates, which I maintain is otherwise insoluble. 


You also end up helping individuals in Ontario by undoing a subsidy now 
which makes no sense. It does not matter how long 1.listened to Tom Campbell 
trying to explain why taking money from poor people and giving it to industry 
is a smart thing; 1 do not bélieve it. And if it is done, 1 would maintain 
that it should be done by the government explicitly and not by Ontario Hydro. 


Mr. Haggerty: We should use Mr. Sargent's lifeline bill-- 


Mr. Rubin: If I may proceed--even 1 may have to leave soon--my next 
suggestion for a solution that may work is, on the local level, to allow 
municipalities to run municipal hydros as they and their electorates see fit. 


Some of you may have followed what is happening in North York now. North 
York wants to run its hydro and wants to raise its hydro rates to generate a 
profit for hydro so it can have lower taxes in North York. That may or may not 
be what the electorate of North York would prefer, but right now it is : 
apparently not permitted by the Power Corporation act and would not be 
permitted by Ontario Hydro, which is the sole regulator of municipal hydros. 
The Ontario Energy Board does not even have oversight funcion on that. That is 
a serious problem that should be changed. 


4:40 p.m. 


The next point, and here we get into these dividends and more of the 
profit, is to change Ontario Hydro's mandate to make a fair return on its 
equity which is, after all, our equity and have it pay dividends to us, its 
shareholders, and the municipal hydros. Right now, the book value of Hydro is 
approximately equally split between the municipal hydros and the public of 
Ontario. We should be getting a return on our investment. We are not. Instead, 
we are giving it to power consumers in proportion to their power consumption. 
Now we are all meeting to try to figure out how to fix that. The obvious way 
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The next point is that in addition to paying dividends to its 
shareholders, Ontario Hydro should pay income tax on the profit. In other 
words, it should be treated like a business and not like a sacred cow. The 
corporate income tax should go to the consolidated revenue fund, where it 
could be used to offset other taxes or to increase services, whatever the 
government of the day believes is the public will. 


There is a choice on the next point. I have already mentioned in the 
easy category that we should collect sales tax on exports. Now I am getting to 


_ places where the shoe might pinch a little more. We should collect sales tax 


on domestic electricity sales, as many other provinces do. I have not brought 
the list. Some of them choose to charge all electricity customers sales tax. 
Some let the individuals off the hook and charge sales tax only to commercial 
and industrial users. 


If the decision were made to collect sales tax from domestic users as 
well, there could be a directly offsetting rebate--income-tested, if you Like, 
as we now subsidize rental or make an offsetting tax credit in Ontario on the 
provincial tax form. We could do the same for electricity to make sure that 
individuals are not hurt. 


Mr. Hageerty: Is there not a sales tax now that is hidden in the 
cost of hydroelectricity generation in Ontario? These are water rentals that 
you do not see reflected in the chemical industry or in any other large 
corporations--you might even say municipalities--that are using water. There 
is no tax on that use. There is a hidden tax. 


Mr. Cureatz: Let him finish the presentation and you can ask your 


question. | 


Mr. Rubin: I maintain that there is a difference between a sales-tax 
and a resource rent. 


On the next point, we may be getting into tougher stuff, but this is 
here because it is going to work and because anything short really does not do 
the job. We should separate the institutions that generate electricity from 
the institutions that transmit electricity. 


The gist of this proposal is part of the heart of our book Power at What 
Cost, which is available to anyone. If you have not got a copy yet, 1 will 
provide one, including this one. The gist of this suggestion is that 
transmitting electricity from place to place has to be done by a commonly held 
common carrier monopoly and therefore has to be regulated. It is now not 
regulated. 


Generating electricity is something that there is no trick to. Anybody 
can generate electricity. Some can do it cheaper. Some can do it better. Some 
can do it quicker. Some can do it at higher risk. Some can do it at lower 
risk. It is nothing special. There is nothing more special about making 
electricity than there is about making shoes or bread or table napkins. 
Anybody can do it. 


There is no reason for Ontario to institute a monopoly to say that only 
one party can do it. How you give everyone else access is one of the things we 
are trying to figure out here. How you make Ontario Hydro act more as if it 
were one of many players is one of the things you are trying to grapple with 
here. Those are parts of the problem. Part of the solution is simply to fix it 
instead of beating around the bush. You fix it by separating off the 
generation function from the transmission function. 
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Incidentally, in separating the generators off, the municipal hydros 
have a vital role to play. The fact that they now own half of Ontario Hydro 
means they are decentralized and publicly owned entities that could take over 
the generation function--compete with each other, self-generate, parallel 
generate--and do that independently of the grid. 


Finally, the grid itself has to be mandated and regulated to be a 
brokerage and a common carrier. It has to be mandated to treat all generators 
and all purchasers fairly and equitably. Recognizing the fact that we all can 
generate electricity, there is no reason why some of us should get treatment 
that others do not. The grid should treat us all fairly and charge carrying 
costs and function as a brokerage. 


This is happening in other jurisdictions; this is basically the way 
Sweden, Florida and to some extent Alberta buy and sell power. It works and it 
solves the problems for which you are tempted to look at alternative 
solutions. I maintain that these are the solutions that work. 


Mr. Sargent: This presentation is what this committee is all about. 
It is a damned shame that the chairman and the vice-chairman were not here. I 
think we should go through this thing again with Mr. Rubin, because this is 
damned important to us. 


Mr. Cureatz: I will make sure they read Hansard. 


Mr. Sargent: That does not matter. This is what this committee is 
all about and all these weeks we have been working towards this point and that 
is the answer, I am not the smartest guy in the world but I want to 
congratulate. you-- : . 





Mr. Cureatz: Take it to the Minister of Energy and just have him 
implement it. 


Mr. Sargent: It boils right down to the bottom line and I thank you 
very much. 


Mr. Chairman: Are there further questions? 


Mr. Moore: Mr. Poch, I was interested in your comments about 
labelling versus standards. I was a little surprised that you came out rather ~ 
negative about standards. We have had many witnesses speaking in glowing terms 
of standards and the advantages that they give, for example, advantages in 
terms of utility planning; you know the maximum amount of electricity consumed 
if new appliances are used. Yet, you seem to be negative in that area. 


Mr. Poch: Our concern is that standards are ultimately draconian. 
You are putting out a law saying, ‘'you can do this and you cannot do that." I 
think laws are fine when you are telling people they cannot do something that 
is, of necessity, harming someone else. That is exactly what laws should do. 
Right now we have a situation where, when someone wants to plug in an 
electrically heated house and they are not having to pay the real price of 
that, they are harming other people. That is a good case for maybe having some 
standards. 


However, once you get people internalizing all the costs of their 
activities, which is what we would like to see, then standards become 


unnecessarily draconian. Especially if you can do something that few could 
object to, which is go out there and have a really rigorous information 
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campaign--a labelling campaign. That is not a big cost; we do not how 
effective that would be. Up to now that, we have had such a soft-pedalled 
ey to this, it is certainly worth trying that first. We have the luxury 
a few years, as Hydro has indicated, and this is the kind of thing you can 


get up to speed pretty quickly. It would build momentum in time. It could be 
quite effective. 


Mr. Moore: Would I be correct if I summarized your statement as 
saying you are against standards if electricity is priced what you would call 
appropriately? In other words, if some of these taxation measures are added to 
electricity to level the playing field, then you are against standards. 


Mr. Poch: Yes, absolutely. I would not suggest that what you do is 
impose standards and then worry about getting electricity to be at the price 
it should. That is the opposite order. 


4:50 p.m. 


Mr. Rubin: If I can add a footnote to that, I do not think the price 
alone gets you to the point where the playing field is level. We would like to 
make that clear. Access to capital, which maybe you can even out as a price 
mechanism--a number of people have mentioned that consumers often need a very 
fast payback period before they will invest in their side of the investment, 
whereas Ontario Hydro uses an extremely long Beats period when it invests in 
their part of it. 


Again, I think you want to change that on both sides, lower the high one 
and raise the lower one. Fortunately, to-some extent there are mechanisms 
working here and working better elsewhere, such as third-party financing, 
where somebody who is willing to take a longer view of the payback period can 
come in and help somebody else to save electricity. 


Also, if we reformed Ontario Hydro and got rid of the unaccountable 
structure we have now, they would not use the kind of long horizons they use 
in their paybacks. You would address that from both ends to bring them 
together where they still do not come together. In other words, where some 
Queen's Park number-cruncher finds that we could still do something cheaper by 
making everyone insulate but darn it, even though they are paying the right 
costs, they do not want to insulate; that is the right answer. The right 
answer is that they do not want to insulate; it is too much nuisance. 


As far as I am concerned, in a democratic country people have the right 
not to insulate. I know people who are neurotic enough that unless they see 
steam coming off their swimming pools, they are not happy. When I am 
subsidizing that, it makes me mad. When I am not subsidizing it, I see no 
reason to make them crazy when they are happier spending it on that instead of 
going to the movies or instead of increasing their savings or whatever. As far 
as I am concerned, that is how we should be doing things. 


Mr. Charlton: Can I have a supplementary? 


Mr. Poch: If can just add first, when Norm says, "If I am 
subsidizing that,'' I think you should include in that "'or if the environment 
is taking a toll.'' These people are not having to (inaudible). That certainly 
is a factor these days. 


Mr. Charlton: That is why I see the contradiction in what you are 
saying. I understand what you are saying on the front side, but there seems to 
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be a contradiction on the back side in terms of this question of regulation or 
standards or whatever aspect of it you want to get into. Even if you have 
removed the subsidies, as you have suggested, either by taxation or whatever 
other method and you have equalized the prices, you have bumped up to the real 
price, as long as your rate structure is distributing the costs of the system. 
It is being cranked until they see steam coming of their swinming pool and it 
is affecting the need for the next increment of generation, which is pushing 
the rates up, are you not going to pay part of that cost? 


Mr. Rubin: I think the price structure that the grid will charge can 
reflect the actual costs-- 


Mr. Charlton: They may be actual costs but if the misuse of heating 
that swinming pool causes you to have to bring on the next increment of more 
expensive generation that was unnessary if you did not overheat that swimming 
pool, is that person's misuse of a heated swimming pool costing you money? 


Mr. Kubin: First, I would like to say that when you say "misuse" 
twice and "overheat" once, you are making a judgment that I am not sure is 
best made at Queen's Park. As I say, 1 know somebody who heats a swimming pool 
the way I would not, to them it is not misuse, it is not overheat, it is the 
way it should be. 1 have another friend who has to search around all the 
community swimming pools before she finds one that is comfortable for her to 
swim in. Thank God, there is one that is overheated enough by your standards 
that she can swim without feeling cold. 


Mr. Charlton: So use solar blankets. 
Mr. Kubin: She does not actually own the swimming pool. 


One can save money by putting a solar blanket on a swimming pool that 
is, by your standards, too hot, but we could regulate the temperature of 
swimming pools that would be the only way to minimize the amount of energy 
that goes into heating swimming pools. I would maintain that neither this 
government, the next government, nor the government after, has a mandate to do 
that. I do not think it is appropriate; I do not think it is necessary; I do 
not think it is legitimate. If it is legitimate today, it is legitimate 
because the alternative is having steam coming off one swimming pool and 
everybody else in the neighbourhood pays higher electricity rates. 


Mr. Charlton: Again, Norm, that is where I see the contradiction. 
You are saying that the present distribution of the subsidies is weighted 
towards somebody else so that you are subsidizing somebody else's right to be 
inefficient. 


Mr. Rubin: I would also say that if you fix the system-- 


Mr. Charlton: If you buy the efficient fridge because you are 
conscientious, and you pay more bucks for that efficient fridge but you allow 
somebody else to purchase an inefficient fridge, you are subsidizing them and 
their right to have that inefficient fridge. 


Mr. Poch: You are not subsidizing them if you are being rewarded 
because you are saving electricity, you are saving the cost of the system. 


Mr. Charlton: It bumps the rate up to the next increment. You are 
going to pay that higher rate. 


The Acting Chairman: What we have here is a difference in philosophy. 
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Mr. Charlton: If you are going to talk about this whole question of 
who benefits from inefficiency and who benefits from efficiency you have to 
take it the whole way. You cannot go half way. 


Mr. Kubin: Perhaps we would be going only half way if we did not 
limit people's access to the phone system or the highways or anything else 
where there is a similar commonality among some of the equipment as there is 
in the grid. If you have the kind of structural reform and rate reform that is 
institutional, or form and rate reform that I am proposing, I do not see why 
the person who sees the steam coming off the electrically heated swinming pool 
is being subsidized by his or her neighbours. Because I do not see that, I do 


not understand what the problem is. 


Mr. Charlton: Their right to do that has caused the rates to go up. 
Mr. Rubin: I do not see why it causes the rates to go up. 


Mr. Charlton: They are the ones who will force us to build the next 
increment that we might not otherwise have needed. 


Mr. Rubin: Everybody has forced it because if their next door 
neighbour decreased the use as much as they increase it--every kilowatt is of 
equal value to everyone else. You are not going to have grandfather clauses on 
kilowatts that say, ''You raised the thermostat last, therefore you made us 
build another station." It is every kilowatt that adds up to something that 
you have to build for that is equally responsible for making you expand. You 
cannot attribute it to one user. You may have your favourite bugbear that 
says, "If only we had got rid of this person with the swimming pool." Or, "If 
only we had got rid of the oil refining industry. in Ontario, they use a lot of 
electricity, we will solve the problem, therefore we will charge him." 


Mr. Charlton: We are talking about efficiency and not whether the 


industry uses electricity or not. The question is do they have the right to 
use electricity inefficiently when they could be using it more efficiently? 


Mr. Rubin: I am saying if it is to their economic advantage in a 
full-cost system to use it in a way that you consider inefficient, then you 
had better look at your definition of efficiency, because the whole idea of 
saving money where prices reflect cost is, if you do it the cheap way you are 
doing it the efficient way. That is what a market is all about. That is why we 
charge money for things. 


When I am trying to figure out whether it makes more sense to do it this 
way or that way, I do not have to be an expert in that technical field. 1 can 
say, ‘Gee, I get the job done for $2.50 this way and I have to pay $4.50 that 
way.'' I would rather do it for $2.50 and I end up with the extra $2 in my 
pocket. It turns out that, unless somebody has made that system crazy by 
underpricing for something and subsidizing something else and overtaxing 
something else, then by doing it the $2.50 way, I am doing it the easy way, 
the simple way, the way that uses the least resources and input. Trading off 
labour, capital and all those other things in a way that makes sense. 


The Acting Chairman: I am going to rule that we have reached an 
impasse. I think we have pretty well covered it. It is five o'clock. We do not 
have a representative from-- 


Mr. Rubin: If I can just make one footnote. I think there are places 
where standards may well be unavoidable. There are places where you have a 
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system problem that is so nutty. The relationship say between landlords and 
tenants where people live in houses and move so quickly that it is not to 
anyone's advantage and the resale value of the house for some perverse reason 
does not reflect the investment although it should. There may be situations 
such as that where to get to something close to what you think Mr. Charlton's 
right answer is, you have to say you are breaking the law if you do not at 
least go three guarters of the way there. 


There is a need to use some common sense in applying these principles 
but as a principle, I think standards should be seen not as the first way to 
go but as the last way to go. They are a last resort. You are telling people 
that in Ontario you do not have the rignt to build a house that looks like 
that or to buy a car that looks like this. On principle, that should be done 
only where nothing else will do. 


The Acting Chairman: Are there any further questions? If not, thank 
you Mr. Rubin and Mr. Poch. 


Mr. Poch: Thank you very much. 


The Acting Chairman: Is there any further business for the 
committee? If not, we will meet tomorrow morning at 9:30. 


The committee adjourned at 5 p.m. 
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ELECTRICITY SUPPPLY AND DEMAND 
(continued) 


Mr. Chairman: Please come to order. Mr. Snrybman, from the Canadian 
Environmental Law Association, is with us today 


CANADIAN ENVIRONMENTAL LAW ASSOCIATION 


mr. Shrybman: I have prepared a brief which you should find before 
you somewnere. My name is Steven Shrybman. I am a lawyer with the Canadian 
Environmental Law Association, or CELA. We are a nonprofit, public-interest 
organization. We dedicate our resources to using the law and legal 
institutions to further tne principles of wise environmental management , 
resource Conservation and Saher participation in the regulatory process. A 
large portion of our activities involves the representation of individuals and 
groups wno would not otnerwise be able to afford legal counsel. 


In that capacity, we not infrequently act for people involved with a 
variety ot energy matters, including matters that involve Ontario Hydro, 
proceedings before joint nearing boards and so on. It is in that capacity that 
we have acquired some familiarity with energy policy planning and | 
implementation matters and have come to regard energy-related issues as being 
of major importance for this province. i 


I do not propose to read my brief, though I will read portions of it. I 
have prepared some overheads I will be getting to shortly tnat will provide 
you witn the basic structure of the presentation I am going to offer. As I 
will be covering a fair pit of territory, if you have any questions, please 
teel free to interrupt me at any time and I will try to answer them. 


We have approached the task of preparing this brief with considerable 
anticipation, recognizing this committee's rather unique opportunity to 
influence the course of energy policy and planning in this province, free from 
many of the constraints that have previously inhibited efforts at reform. It 
seems clear to us that tnis committee's response to the issues before it will 
nave a significant and far-reacning impact upon the economic, social and 
environmental future of this province. 


In undertaking this review of Hydro's demand and supply options study, 
we believe tnis committee has been correct to identify the importance of 
addressing tne context within which system planning decisions will be made. 
Wnat is to pe Hydro's relationship to government and the regulatory 
iostitutions that might oversee and direct its affairs? 


We nave participated in the consultation process that Hydro has convened 
witn respect to its study, and our first impression was that there still seems 
to pe a striking absence of clearly delineated policy and regulatory framework 
witoin wnicn we might tackle the issues before us. 
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In our view, the task of addressing the system planning decisions raised 
py tne demand and supply options study can only be undertaken when the 
political and regulatory decision-making framework is clearly defined. That is 
tne first tasx, and it is precisely these issues with respect to which this 
comnittee's predecessors nave given long and careful deliberation. 


Reviewing tne report of your first session, we were struck by the marked 
similarity of the issues before you and those that have been the subject of 
earlier inquiries and reviews concerning Hydro affairs. Yet, with respect to 
many of these issues, we believe there has been a broad consensus for reform 
in tnis province for several years. Here we refer to the deliberations of this 
comnittee's earlier incarnation in the MacDonald select committee; the 
investigations and deliberations of the Royal Commission on Electric Power 
Planning, tne Porter commission; the comments offered by various 
administrative tripunals, joint hearing boards, the Ontario Energy Board and 
even Task Force Hydro. 


Among, our constituency, a frequent criticism of select committees and 
royal commissions is that they are initiated more to defer or diffuse 
politically controversial issues than to devise effective solutions to them. 
We submit tnat it might pe possiple for this committee to revive the 
reputation of tnose past inquiries by giving effect to the solutions with 
respect to wnicn, for some considerable time, there has been general agreement 
amongst all tnose nominated to study the problem. 


For that reason, in preparing our brief we began by reiterating the key 
recomnendations of those earlier reviews. In our submissions, we nave not 
attempted to debate again issues that have been so thoroughly canvassed. 
kather, we have taken the lack of effective implementation of the reforms that 
nave peen identified to pe the major difficulty at this point. Accordingly, 
our submissions attempt to identify mechanisms that would actually carry 
torward into practice many of tne reforms about which there appears to be 
considerable consensus. In doing so, we believe we are able to address many of 
tne key issues tnat this committee has identified. 


I will put up my first overhead. It offers the headings that you will 
also find in the index. These are the four parts of our brief. This is to give 
you a sense of where I am going. 


The first part of the brief deals primarily with the recommendations of 
the MacDonald select committee and of the Royal Commission on Electric Power 
Planning. There were common themes about which there has been general 
ayreement for some time, as I noted. I will reiterate them in the first 
portion of the brief. 


In the second portion, I will deal with the whole notion of 
accountability. If there is one single proplem with the present planning and 
regulatory system that is a common tneme of all those who have considered the 
system, it is what is described as tne lack of “accountability'' in the system. 
I have examined that notion in an attempt to understand what accountability 
means when tne word is used in relation to electric power planning and what 
tne essential elements are of an accountable system. I have tried to use those 
elements as a test to determine whether the system we have today is 
accountable and to test tne forms that people have proposed to see whether the 
retorms would result in a situation that would be more accountable than the 
one we have today. 


I will deal with accountability and I will look at tne existing system, 
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much Of which has been well described for you by Mr. Macaulay and by 
representatives of the Ministry of Energy. I will go on to suggest certain 
retorms to tne structure of our existing system that would make the system 
more accountable and more responsive to the people of Ontario. 


In the third part of the brief I am going to deal with energy and the 
environment, under a separate heading. I am going to talk about the 
Enviromnental Assessinent Act, what it is, how it works and what value it has 
with respect to policy development, energy system and electrical system 
planning, and facility siting and approval. 


Finally, in the last part of my brief I am going to deal with something 
I nave described as being “energy and social justice.'' I will look at the 
costs of the system as they now are and at how they are distributed. Are they 
fairly distributed? Who gets the benefits? Who pays the cost? 


Let me highlight what appears on page 2 of my submission. It is a 
summary history of the years 1971 to 1981 and the earlier reviews of Hydro 
affairs that nave taken place. 


The first tnat I note was carried out by Task Force Hydro in 1971. It 
was charged with tne task of recommending realistic, practical and innovative 
ways in wnicn tne operations of Ontario Hydro could be made more efficient, 
more effective and more responsive to the changing requirements of Ontario. 
Tnis is a common theme. You could almost substitute the authority offered the 
royal comnission, the MacDonald select committee, Task Force Hydro and this 
committee and find that tne problem seems to be characterized in the same way 
over tne years. 


Tne tesults of Task Force Hydro's recommendations were the establishment 
of the ministry of Energy, the promulgation of the Power Corporation Act and 
aa amendment to the Ontario Energy Board Act that allowed for the review of 
proposed Hydro rate changes. 


After those retorms, and during the early 1970s, the planned and rapid 
expansion of Ontario Hydro's electrical system began to manifest some 
troubling economic and environmental implications for the province. Plans to 
escalate nydro rates dramatically and the troubles that Hydro was beginning to 
encounter in siting transmission lines prompted the government in 1975 to 
establish tne Royal Comnission on Electric Power Planning, chaired by Dr. 
Artnur Porter. It was cnarged with tne task of inquiring into the planning of 
Untario's electric power needs for the period 1983 through 1993. 


Dr. Porter spent five years in a rather exhaustive investigation of 
virtually every facet of the electric power system and of the planning 
principles appropriate to its design and development, and he brought forward 
close to 100 recommendations. In May 1981 the Ministry of Energy released a 
ilo-page report responding to those recommendations and accepting most of 
tnen. I will come back to those recomnendations tnrougnout the course of my 
presentation. 


Realizing that Dr. Porter would take some time to complete his inquiry, 
tne government perceived the need for an even more expeditious review of Hydro 
atfairs, and particularly a proposed rate increase for 1976, I believe, in the 
order ot 25 per cent. Under the chairmanship of Donald MacDonald, the 
committee soon concluded that a meaningful review of Hydro affairs required 
more tnan simply looking at that rate increase. Its mandate was subsequently 
expanded and a final report was released in 1976, 10 years ago. It dealt with 
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a broad variety of matters, including Hydro's accountability, a major thene of 
tnat comnittee's report, system planning concepts and the role of conservation 
in rate reform. 


It is our beliet, as I have indicated, that the recommendations of the 
royal comnission and of the MacDonald select comnittee are still as valid 
today as they were five and 1O years ago and that this committee has, ina 
sense, an important opportunity to carry those recommendations forward, an 
Opportunity tnat we submit it should take advantage of. 


Let me then move on to consider the common themes that can be discerned 
from a review of those earlier reports. I understand that the committee's 
consultant nas prepared a list of reference material, the first several items 
ot whicn are the final report of the royal commission and the recommendations 
of the select committee. He has also kindly prepared for me the executive 
Sumnaries of those reports. I believe they have been distributed to you. 


Mr. Snell: They will be. 
10 a.m. 
Mr. Shryoman: They will be distributed to you. 


The common tnemes that I would like to discuss, and the common tnemes 
witn respect to which, 1 suggest, there has been unanimity, are three. The 
first is the need for effective government control and direction of Hydro 
attairs; the second is the need for greater regulatory control of Hydro 
affairs; and the third is the need for a new approach to planning that 
empnasizes demand management and conservation, as opposed to the traditional 
pias in favour of’ supply expansion. - 4 


Dealing witn the first, being the need for effective government control 
and direction, the need for Ontario to develop and to clearly articulate 
government policy with respect to Ontario Hydro has been a major theme of 
every public review that has been undertaken of Hydro affairs. There is little 
more telling of the absence of explicit policy direction than this committee's 
Own comments, offered in its interim report. You identify a serious concern 
about tne planning process and about the delineation of operating and 
policy-making responsibilities between Hydro and the government. You express a 
concern about the absence of adequate public participation and you discuss the 
aosence of sufficient incentives to promote efficiency and conservation or to 
zive adequate consideration to alternative sources of supply of electric 
energy. 


We believe your comnents are so strikingly similar to the coments 
offered tive years ago by the royal commission and 10 years ago by the 
MacDonald select committee that they are worth noting. Let me take you through 
them very briefly. Un page 4, the first I reproduce is the royal commission's 
words on the subject. They describe the shortcomings of the present system to 
include the fact that "it does not provide for the development of a general 
policy on energy. Historically, government intervention in Hydro's planning 
processes has been essentially after the fact.'' You used virtually the same 
words in the briefing document for this session. 


Dr. Porter went on to describe the problem in the tollowing manner: ''The 
responsipility for general policy on energy is clearly in the hands of 
government, particularly the Minister of Energy. Although...the Ministry of 
Energy 1s undertaking impressive and rewarding programs in the field of energy 
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conservation, its credibility with respect to long-term energy policy 
rormulation is much less evident." 


[t is not surprising, Dr. Porter concluded, given tne lack of resources, 
statt and time with wnich the ministry mignt undertake extensive studies. He 
went oa to characterize the ministty's business as being ''conducted in 
private'' and its performance, ''although supject to srutiny and criticism in 
tne Legislature, is not subject to direct public scrutiny. The result is that 
energy policies,'' and I would emphasize this, "nave been somewhat fragmented, 
predicated on a short-term basis, and ad hoc." 


‘nat was five years ago. Let us see what the MacDonald select committee 
nad to say 10 years ago. It identified ''an urgent need...to set new objectives 
for Hydro's planning. The committee has concluded that it will be necessary 
for tne government to provide firm policy direction to Ontario Hydro on an 
ongoing basis. Clear and ongoing policy direction nas not been given to Hydro 
in the past.'' It offered the following recommendation, that 'The government 
develop and clearly articulate government policy towards Ontario Hydro." 


I add here, almost parenthetically, that apparently tne recomnendation 
ot Task Force Hydro--even though many of tnem were implemented--tnat a 
‘comprenensive and co-ordinated energy policy be established as a matter of 
nigh priority'' nas not adequately been carried forward, notwithstanding the 
establisnnent of the Ministry of Energy. 


vir. Hagzerty: It is amazing wnat minority governments will do, is it 
not? 


Inter jections. 
Mr. Chairman: Please carry on. 


mr. Shrybman: The second common theme that can be discerned by 
reviewing these earlier reviews is the need for greater regulatory control of 
Untario Hydro. The absence of effective regulatory institutions to oversee 
Hydro's activities has again been a matter extensively commented on, and a 
proad consensus has existed for quite some time in favour of strengthening 
regulatory control. Dr. Porter stated it as follows: 


"existing ministries, institutions, boards and committees do not provide 
an open, independent, comprehensive review process involving the public, nor 
can they act in an advisory capacity to the Minister of Energy on the future 
development of the electric power system... (neither do they) possess adequate 
technical expertise to undertake these analyses." 


He went on to suggest that tne Ontario Energy Board become an Ontario 
energy commission with greatly enhanced regulatory authority and resources. 
The MacDonald select comnittee identified a very similar problem and the 
problem was also identified by Task Force Hydro. It is a common theme. Every 
tive years we come to the same conclusion about the need for greater 
regulatory control. 


The tnird major area of reform has to do with the need to reorient 
planning pnilosopny to give greater priority and emphasis to efficiency, 
conservation and demand ineasures. Both Dr. Porter and the select committee 
oftered strong and unequivocal support to a fundamental reorientation of 
fydro's traditional emphasis upon supply expansion. The royal commission 


otfered a dozen or two recomendations dealing specifically with this matter. 
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Tne very first recomendation I reproduce on page 7 empnasizes the need 
to reorient planning strategies in favour of demand and to do away with 
traditional pias in favour of supply expansion. More than two dozen other 
Suzgested reforms address the need to establish the analytical resources 
necessary to the task, end-use data; the programs necessary to encourage 
implementation of efficiency measures; and various rate reforms designed to 
encourage efficient energy use. 


Again, the commission's recommendations are virtually identical witn 


tnose that tne MacDonald select committee offered fully ten years ago. The 
words are as apt today as they were then: 


"Untario Hydro change its planning process to emphasize meeting 
Untario's electrical energy needs after implementation of conservation and 
load management programs, with the minimum amount of new generation that is 
consistent witn sound planning." 


That was recommendation III1-22. From the limited opportunity I have had 
to sit in on tnis committee, it must sound very familiar to you by now. 


Mr. Hazgerty: You could write the same report and get the same 
results. 


Mrs. Grier: Different results, Ray. 


Mr. Sncybman: In the select comnittee's case, fully 40 of its 
recoumendations dealt with conservation and efficiency measures, including the 
needs I note at the bottom of page 7 and the top of page 8: to promulgate 
efficiency standards for buildings, equipment and appliances; to provide 
research tunds for research and development and energy-saving technologies; to 
provide loans, grants and other subsidies to ensure emploment of 
cost-effective measures; to utilize pricing policies to encourage load 
management and peak demand reduction objectives. That was 10 years ago. 


In our view, the case for conservation and efficiency measures so 
tnoroughly explored by the Macvonald select comnittee is overwhelming. 
Unfortunately, it stands in stark contrast to the efforts that have been made 
in this province to implement and realize these goals. We believe our 
collective failure to vigorously pursue the abundant opportunities that these 
strategies offer is primarily the result of an absence of an appropriate 
institution or institutions to pursue and achieve them. That is the problem as 
we understand it. 
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In part II of the brief we will recommend the establishment of an 
Untario energy conservation corporation tnat would deliver conservation in the 
same fashion as Ontario Hydro delivers electric energy... 


Let me move then to part II of our brief to deal with the notion of 
accountability, which I will address under the following subheadings. I will 
deal with the basic principles of accountability as we can discern them, then 
look at tne present systen as I indicated and then suggest certain reforms 
tnat would make that systen more accountable. 


The legislative instruments and institutions that govern the affairs of 
Ontario Hydro were fashioned during an era when electrical system planning was 
undertaken alnost exclusively by utility experts. Technical requirements 
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determined the nature of supply facilities. If you wanted to get from A to B 
with a transmission line, you simply drew a straight line between those two 
points and went about the process of expropriating land and building that 
Amdaee ys Tne social and environmental impacts of the project were virtually 
ignored. 


Over the past decade and a half, we nave slowly recognized the major 
public policy dimensions of matters relating to the size, scale and character 
of the electric power system. What we have traditionally regarded as the 
tecnnical delivery decision, such as the generation mix of the power system, 
we now all recognize as being of major importance for the province's economic 
and social life. 


Unfortunately, tne institutions--and this is our theme--that determine 
the course of Ontario Hydro's atfairs have not in either design or mandate 
been accommodated to this new perception of the planning process. As our 
review of the existing regulatory system will show, very little has transpired 
to remove fron Ontario Hydro an exclusive perogative with respect to a host of 
matters of vital public concern. As all who have reviewed Ontario Hydro's 
affairs have noted, the problem is one of a lack of accountability. 


In our view, tne notion of accountability is the single most important 
task of both tne existing decision-making processes and the proposals for 
reform. An accountable electric power system is one that is responsive and 
responsible to the people of Ontario. It is fundamental to the notion of 
accountability that ultimate control or authority rests with those to wnom the 
account is rendered. 


For example, with respect to Ontario Hydro and proposals to increase its 
rates, Untario.Hydro is not accountable to the Ontario Energy Board even 
tnough it must present its proposal for review by tne board. At the end of the 
day, Ontario dydro is free to ignore the board's recommendation and even the 
ministry's suggestions with respect to the board's review of a proposed rate 
increase. In that respect, it is accountable to nobody. 


Mr. Moore: Is it fair to say that Ontario Hydro is responsible to 
its own board of directors? It is an internal accountability, but that has 
often been put up as an essentially publicly appointed board of directors 
wonicn is supposed to provide that accountability within the organization. It 
mignt be worth just touching on that at this point. 


Mr. Shrybman: I do not understand or pretend to understand the 
internal workings of Ontario Hydro. I assume its board of directors does 
exercise effective control over the corporation. I nave heard people comment 
that that control may not be as effective as it could be. For the sake of my 
discussion, I assume that aspect of the whole process is operating properly. 
You are correct to point out that there is one mechanism of accountability in 
all tnis; that is, the appointment of people by the province to Ontario 
Hydro's board. 


At that point, as was correctly described by Mr. Johnson from the 
Ministry of Energy, those directors then owe a fiduciary duty to the 
corporation. They no longer serve the masses. They do not serve the people 
tnat appointed tnem and tne corporation. They simply serve the corporation. In 
tnat sense, tney are accountable to no one but the corporation. The essence of 
a corporate body requires that attitude of them, a single-minded devotion to 
the corporate objectives and interests. 
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“Mrs. Grier: may I pursue that? I am sure Mr. Ashe would say that it 
is responsible to the government, that policies such as slowing down or 


speedin a Darlington were decisions of the government of the day that Hydro 
nad to ent ow, and therefore that primary direction does rest with the cabinet. 


Mr. Sorybman: I will shortly go on to describe, as I get into this 
part of tne brief, tne present configuration of where power is assigned 
pursuant to the Power Corporation Act. With respect to, say, large facilities, 
it is correct to say that the cabinet has tne authority to approve or to veto 
any proposal to build a facility such as Darlington. With respect to 
Dariington, there is some accountability. It is to an institution that, I 
would argue, is ill equipped to come to an independent and informed conclusion 
with respect to a matter as complex as building a nuclear generation station, 
but nevertheless there is an accountability mechanism in the system now that I 
will describe. 


With respect to rates, however, there is not. Cabinet has no authority 
with respect to hydro rates tnat I can find in tne Power Corporation Act; 
neither does the Ministry of Energy and neither does the Ontario Energy Board. 
fhe only institution that has that authority is Ontario Hydro. 


[nerefore, I do not say that Hydro is utterly unaccountable--far from 
it. I say that with respect to a host of matters, such as its regulation of 
local utilities, it is utterly unaccountable; it simply accounts to nobody. 
but in other respects it does account to cabinet, and I will go very briefly 
tnrouzh some of the things that Mr. Macaulay and Mr. Johnson have said here. » 


Mr. Chairman: Will you difterentiate between formal and informal 
accountability? ; 


vic. Shrybman: I have a rather myopic perspective on formal 
accountability mechanisms and I am not particularly competent to comment on 
tne informal mechanisms. I like to see it in writing, and that is in a sense 
the central theme of our submission. Set it out so that we all know what the 
rules are; that is our bias. ; 


vir. Sargent: Maybe the chairman can tell us about informal 


accountability. 
Mr. Chairman: The chairman is not a witness. 


Mc. Snell: The mempers might recall the presentation of the Ontario 
Energy Board. I think it differentiated very well between structure and 
process. Its structure, its responsibility, is to review rates, put the 
process wita wnich it is saddled does not allow it to be effective at doing 
tne job it has been set up to do. 


Two elements you want to keep in mind as we listen to the presentation 
today are that there may be mechanisms at the end and final approval is 
required, and in that way Hydro says it is accountable. But the system is set 
up in such a manner that, to do that effectively, one might question it. 


Mr. Shryoman: Let me just add to this that, as I understood Mr. 
Macaulay's remarks, he was talking about the timing of Hydro's own internal 
processes with the requirements of the legislation in terms of submitting a 
proposed rate increase for review by the Ontario Energy Board. 


Let us say we reform the format and the timing so that the OEB's review 
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can pe an effective review. Even then Hydro would not be accountable to the 
Untario Energy Board, because tne Ontario Energy Board does not have, as it 
does with respect to gas companies, a right to determine rates. It can simply 
otter a report to’the minister and the minister does not have the power to 
determine rates, either. Only Ontario Hydro has that authority. 


I am a little concerned with this portion. The upcoming portion of the 
brief on accountability is a little dry, but I think it is absolutely 
essential to what follows and to all of the substantive reforms that you might 


pe more interested in, so please bear with me. I think these principles are 
very userul. 
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When you try to apply the notion of accountability to a system as 
complicated as Ontario Hydro's, you end up with something that has to be 
iultifaceted. The particular mechanism of accountability must vary with the 
nature of tne institution or constituency to which Hydro is to be responsible. 
Witn respect to different matters, Hydro must account to the Legislature, to 
various regulatory institutions, to its customers or the public at large. 
whatever the particular configuration however, we submit there are certain 
essential elements that must in all cases be present. We describe them under 
four subheadings. I think I will go through them in sequence. 


We suggest that the first principle is that policy implementation and 
regulation be separate. An accountable organizational structure should 
separate responsibility for policy formulation and planning from program 
delivery and implenentation. That rationale for this is threefold: First, a 
separation of functions recognizes tne very ditferent character of the two 
endeavours. Tne institutions necessary to develop provincial energy policy,’ on 
tne one hand, and deliver electric energy on the other, are by character, 
expertise and structure quite different. That simply means that if I have a 
problen witn my transmission line, and I actually have my own little 
transmission line out near Perth, I do not call the cabinet to deal with it. I 
call my local utility, because they nave the skills to deal with transmission. 
I would suggest the skills necessary to deal with policy development are not 
tne skills tnat are necessary or appropriate at all to the planning of an 
electric power system and the delivery of electric power. 


The second rationale for separating the functions is that provincial 
energy policy must address a variety ot matters beyond the ambit of any 
concern of Ontario Hydro, including other energy suppliers. 


Tne third rationale for separating the functions is tnat a variety of 
the functions of an electric utility should be free from any political 
constraints. Whether a transmission line is built to service an isolated rural 
area should not be a matter with respect to which there are political 
decisions made. It is important to isolate, in a sense, the delivery of 
electric power from what might be political interference. It is equally 
important to do that as it is to allow the political process to articulate and 
delineate policy. 


On page 11, I note as well that it is important to match the regulatory 
mecnanism to the particular character of the matter with respect to which 
accountability is needed. Tnat is the first principle: separate the functions. 


The second one is that the authority and responsibility of Ontario Hydro 
and those who regulate its affairs be clearly and precisely defined by 
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jezisiation. This is material that Mr. Jonnson took you through, about Ontario 
Hydro being the creature of its constitutional instrument, the Power 
Corporation Act. It has no authority that is not set out in that act. It has 
no duty or obligation that it is not similarly defined. I reproduce clause 
l(n) of the act on page 1l. You might refer to it if you are interested. It is 
a ratner unusual legislative provision. I have not seen one like it. It simply 
makes tnat point very clear for any who might read the act and be ambivalent 
about the matter. 


If the MacDonald select committee and the Royal Commission on Electric 
Power Planning can be faulted, we suppose it is for failing to recognize more 
fully tne need to provide explicit direction to Untario Hydro by amending its 
incorporating document, the Power Corporation Act. In our view, for that 
reason it is not surprising, in the absence of those amendments, that many of 
the recommendations that were brought forward by tne royal commission and 
actually accepted by the Ministry of Energy were not implemented. The Ministry 
ot Energy accepted 88 of 9Y recommendations from tne royal commission, but it 
is not surprising that they really have not become manifest, because the 
legislative and regulatory changes were not made that would nave brought them 
trom theory to practice. 


Let me read for emphasis something I offer on page 12 of our brief. That 
is that in a society comnitted to the rule ot law it is vital that the rules 
by which our citizens and institutions are to govern themselves be clearly and 
unainbiguously defined. They cannot ebb and flow, we suggest, with the 
particular inclinations of public officials or the political views of the day. 
Wnile a number of energy policy matters must be left to the judgement of 
elected officials, the need to develop policy should not be and neither should 
a myriad ot other matters necessary to a responsible and accountable energy 
delivery system. 


Provincial energy policy should reflect the politcal judgement of those 
in power, but we have to have something that requires those in power actually 
to delineate provincial energy policy. That should not be left in limbo to be 
attended to only when there is some inclination to do so. Perhaps one of the 
strongest arguments in that regard is that you cannot develop provincial 
energy policy in six months. Tnat tends to be tne tenure of the select 
coumittees we nominate to study the problem. It requires an ongoing and 
continuous commitment. . 


The third principle of accountability that we urge you to consider is 
the need to provide regulatory institutions with sufficient resources so that 
they can carry out their respective mandates. 


many of you are more familiar than I with what I consider to be the 
bewildering complexity ot many of the matters related to demand and supply 
options and electrical system planning. I suggest that the disproportionate 
resources Of Ontario Hydro on the one hand, and of those seeking to influence 
and regulate its affairs on the other, has led many to describe Hydro as 
naving a virtual monopoly on the technical information relating to the 
planning and operation of the province's electric power systen. 


That traditional imbalance of resources has been characterized--the 
proplem is that wnat happens is we create a mystique of authority. Ontario 
tlydro is the only authority on electric system power planning and 
implementation. That mystique has repeatedly daunted those who must weigh the 
competing and very divergent views offered by Ontario Hydro on the one hand 
and by its critics on the other. 
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It will be no progress at all to bolster existing regulatory controls in 
theory alone. Clear legislative language must be complemented by the human and 


informational resources necessary to bring theory to practice. Therefore, the 
tnird principle is to provide adequate resources to those who are going to 


provide oversignt and regulatory functions. 


fe fourth principle or element of an accountable systen is that it must 
engender public participation. Much has been written concerning the utility of 
public participation in the regulatory process. Dr. Porter offered a rather 
excellent analysis of tne rationale for tne benefits to be derived from 
broadening the scope of meaningful public involvement in the regulatory 
process. That can be found in chapter 12 of the first volume of his final 
report. Ur. Porter characterized energy problems as increasingly "'problems of 
decision-making rather tnan tecnnology and systems operations." I think that 
is very apt. 


We believe that is quite true. The problem is that there is a 
decision-making problem now. It is not a problem about whetner we are going to 
build a hydraulic facility or a nuclear facility or a demand option as much as 
it is a proplem of now we are going to make the decision, wnich institutions 
are going to make tne decision, to whom they are going to account and what is 
going to inform the process. 


10:30 a.m. 


Mr. Chairman: I would like to go back to your second point for a 
moment. It is probably relevant nere. What are you talking about when you talk 
about legislation that sets out the making of energy policy? 


Mc. Sorybman: I will deal witn this in some detail in the last part 
of tnis section. I am talking about an energy policy and planning act and in 
“rougn torm, I set out what should generally be in that legislation. In other 
words--and I aim not wed to it--I have developed a schematic diagram that 
describes the functions of the Ontario Energy Board and the Ministry of 
Energy. It simply offers an illustration of what this would look like by 
giving it legislative expression. I will come to that. 


These are the principles I applied. That is why I am going through them 
before I tackle the existing system and my suggested necessary reforms. Un the 
matter of puplic participation, the royal commission offered several 
Ser a a ad that I will come to very shortly. I am on page 14 of our 
brief. 


Tne commission went on to discuss the basic concepts that had informed 
its views ot the value of public participation. There were three basic 
concepts that persuaded it. Tne first concerned the risks involved in 
electrical systems and their planning and implementation. There are risks 
associated witn uranium mining, with the establishment of nuclear generation 
facilities, witn flooding lands when we build hydraulic facilities and with a 
wnole nost of matters related to energy planning and implementation. 


Dr. Porter concluded that making decisions about those matters required 
value judgements more than they required technical expertise, or certainly as 
much as they required technical expertise. I quote his conclusion here that 
value judgements ''should be made by politicians, social scientists, the 
general public and lawyers, as well as by scientists and engineers." 


In other words, people in the public, social scientists and doctors are 
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as competent to deal witn issues related to risk as are electrical engineers. 
they should be included in the decision-making process when one recognizes 
tnat the decision-making process is about risks for society and for the 
environment to a significant degree. 


The second basic concept that informed its view--and I am returning now 
to this notion of monopoly on technical information--was described by Dr. 
Porter as resulting in a debate petween Ontario Hydro and its critics that was 
poth undemocratic and a disservice to both sides. The commission noted that 
the result of this was a tendency "of policymakers...to ignore criticisms 
coming, from the public whicn tney deemed to be uninformed, and there will be 
tendency for the public to reject policies and decisions that they cannot 
verify.'' That is the cost and disservice of allowing only one side in the 
debate, tne resources side, to adequately advance its case. 


fhe third basic concept the comnission discussed had to do with the 
penefit that can be derived from having diverse points of view. Dr. Porter 
characterized tne properly functioning power system as one that was capaple of 
responding quickly to emergencies and of anticipating predictable events. He 
argued that puplic participation would add significantly to the responsiveness 
and tne resilience of that systen. I nave reproduced three of the 
recomnendations he offered on the subject of public participation at the 
pottom of page 14 and at the top of page L5. 


Ine first recommendation was that Ontario Hydro draw up joint planning 
processes with tne public that would include the public effectively in the 
planning process, and indeed would often leave initiatives to the public. That 
recommendation was accepted by the government of the day. 


fhe next recommendation had to do witn Ontario Hydro and the suggestion 
tnat it make independent expertise available to those involved or who might be 
critical ot its plans and designs. That recommendation was accepted in part by 
the government. It has not been carried forward and put into practice. 


Tne third recommendation is: "Tne principle ot funding of public 
interest groups from the public purse should be adopted in connection with 
energy and environmental hearings in the future. Only in this way will it be 
possible for disparate views to be aired adequately in public hearings." ‘The 
government responded that this recommendation required further study. That was 
in 198i and I assume that the government is still assiduously studying the 
matter. 


I argue--and we argue often--that public participation is a two-way 
street. It is a way to inform the community so that the people might come to 
nave some contidence that the proposal will have some significant impact upon 
the immediate environment or the character of the society that they will live 
in. We Suygest--and I think this is abundantly apparent everywhere we 
look--that we as a society are no longer content to entrust problematic 
social, econonic and tecaonical matters to the private deliberations of experts 
and public officials. Experience shows that nothing is so likely to provoke 
scepticism and mistrust as a decision-making process closed to public view and 
participation. 


Tnat aspect of public participation is often recognized but another 
aspect often is not. That is that public participation is a two-way street; it 
is also a way tor decision-makers and planners to have the benefit of critical 
points of view. Participatory processes are often regarded--and nave been so 
described to this committee by some who have appeared before you--as a 
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nuisance tnat must be endured to allay tne concerns of an uninformed puplic. 
we regard tnat view as unfortunate and we think it simply fails to recognize 
tne enormous contribution that public involvement has made to the quality of a 
diverse array of regulatory processes. 


I go on to offer an illustration, in pages 14 and 15, and I will simply 
hignlight tnis very briefly. It is in regard to the contribution that has been 
Ofrered by the soit energy path theorists to your deliberations, to the 
deliperations of the koyal Commission on Electric Power Planning and, indeed, 
to tne deliperations of the MacDonald select committee. Those theorists put 
forward planning concepts or a sustainable and non-nuclear energy system 
linked to kind of democratic and decentralist ideals. They introduced new 
analytical techniques in end-use forecasting and they suggested new policy 
directions tnat would emphasize conservation and renewable energy technology. 
Iney expressed a pnilosopny tnat viewed energy in the service of mankind in a 
sustainable balance with the environment. 


I suggest those notions are becoming increasingly current and we owe a 
dept of gratitude to tnose who nave put them forward, particularly during a 
time when the notions were not current, were not accepted in our society and 
were not popular. If you look at the contribution those people have made to 
the process and tne tasks associated with engendering their participation, 1 
tnink you will find we have derived a lot of value for a very modest 
investment and tne contribution has been invaluable in informing our choices. 
Even if we do not prefer the options that are being proposed by the critics of 
the conventional point of view, we certainly benefit from having heard them. 


I could readily have found examples in the area of waste management and 
pollution control, and I do not have any evidence on this but I suggest that 
were you to interview members of the Environmental Assessment Board and of 
royal comnissions that have conducted inquiries, they will tell you that 
puolic participation is mucn more often than not invaluable in identifying 
critical deficiencies in proposals. On occasion, the flaws are so great that 
tne proposal is not approved. 


Mr. McGuigan: If I may stop you at this point, I think there is a 
lot of acceptance of what you nave just said. I believe tne fear on the part 
or the government always is that public participation will be driven by money 
ratner than py the necessity of putting forth a point of view. That seems to 
be the fear that governments have always had: this boon to the lawyers, 
creating a private industry of opposing everything that comes along; the money 
is available, so let us go at it. How do you deal with that? 


10:40 a.m. 


Mr. Snrybman: The way to deal with it is the way that some 
regulatory tribunals have been dealing with it for a wnile now: There was a 
list of criteria. In other words, you did not simply appear before a 
decision-making tribunal that nad given you some money to participate, that 
nad simply handed you a blank cheque. 


fhe first person I am aware of who gave money to assist public 
intervention was Tom Berger. It was the famous inquiry he conducted into the 
Mackenzie Valley pipeline. He promulgated a list of criteria: 


Is there a need? Does the group have a need for resources? The Ontario 
Natural Gas Association probably would not meet that criterion. 
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Does tne group nave an established track record of concern in this area, 
or is it just some jonnny-come-lately to the scene that is attracted by the 
prospect of tinding a little money to spend some time at a hearing for several 
months? 


[s the interest that is going to be articulated by that group one that 
would not otherwise be before the tribunal, or are there five groups all 
trying to say the sane thing? 


It goes on and on; there were seven or eight criteria. They have been 
used. Tney have been adopted by the Ontario Environmental Assessment Board and 
by otner regulatory tribunals. They work. The tribunals are happy with then, 
proponents are happy witn them and my constituency is happy with them. 


It 1s ratner regrettable that there still seems to be this red herring 
that if we provide public funds for intervention, we are going to open a 
floodgate for all kinds of spurious, ill-informed and not-well-conceived 
puplic interventions. That has not happened; the criteria will prevent it from 
nappening. As I will argue, public funding will simply make what is now a 
relatively inefticient process much speedier and much more effective, and we 
will get much better value for our money. 


Mr. Charlton: It should perhaps be pointed out to the committee and 
to the government that tne Attorney General (Mr. Scott) was tne legal counsel 
to Mr. Berger and helped him to develop those criteria. 


mrs. Grier: Since tne Attorney General is looking at the whole 
question of intervener funding, I am sure this matter will be resolved shortly. 


Mr. McGuigan: I put that proposal to Dr. Parrott years ago and he 
Said ne was not going to be involved in a boondoggle. I am not quite sure what 
a poondoggle is, but at least [’got wnat he meant. 


mr. Saryonan: Let me just go on. There is concern about the costs of 
tne public hearing process. That is a very legitimate concern. Let me briefly 
note what the costs are of circumventing a public hearing process. 


fne first one I think everybody is well aware of, and that is you run 
the risk ot provoking a public reaction that will stymie development, cause 
greater delay and generally raise tne level of anxiety in society about a- 
Specific proposal. This has been very true of, say, the management of 
polychlorinated bipnenyls in this province. We have made a couple of false 
starts that nave not adequately engendered public participation. There is an 
almost hysterical reaction against the proposal, which is understandable, 
oecause people have no opportunity to become informed about it. Then everybody 
in tne province becomes a lot more concerned about PCBs than he was before, so 
that any turther initiative becomes that much more difficult to advance. 


The risks of public reaction can be very project specific in terms of 
stopping a particular project, but they also have ramifications that are not 
as readily recognized that make the whole endeavour much more difficult the 
next time around. 


Mr. Hagzerty: What do you think of a proposal that is now being put 
forward by tne Untario Waste Management Corp., which has proposed a site in 
tne Niagara region? One of the steps for public input is that the corporation 
will tund them a certain amount of money--am I correct on that, Mr. 
CUnairman?--so they can go out and get ample research done in the area and they 
can put arguments up for it or against it. 
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mc. Chairman: It nas not gone quite that far, Mr. Haggerty. 
Mr. Hagzerty: It has not? I understand there is funding in that area. 


Mr. Coairman: Funding only to review the technical studies that the 
Uwimic mas done. 


Mr. McGuigan: Tne amount is $75,000. 
Interjection: It is better than nothing. 


Mr. Hazzerty; It is a step in the right direction. You have 
estaplisned sometning there now. Tne question is, how long do you think the 
depate snould go on in this area? Should it go on for six or seven years when 
you nave a crisis out tnere, for example, with the disposal of toxic wastes? 
The same thing applies in transmission lines. We have nad a delay for a number 
of years on the ones from Bruce, and it is not something I have seen in any 
reports, sucn as tnose of the Porter commission and the MacDonald select 
committee, tnough I think we touched on it very lightly in 1975 or 1976. 
However, the question is, should there be a time element in this? You can have 
tne public nearings and get it over with. The witnesses who have appeared 
before this comnittee recently have indicated that in the US there are two or 
tnree days of hearings or something similar and then it is over. 


Mr. Brandt: Tnat was in Nevada. It was across desert. 


Mr. Sorybman: Armadillos are easy to get along with. 


Mr. Haggerty: The case here has been that it takes two, three or 


tour years and we still nave locked-in power. How long can you go on with 


pupolic hearings? 


mir. Snrybman: Witn regard to the first part of your question, I 
tnink the approach of Ontario Waste Management Corp. is a step in the right 
direction. I agree with you. With respect to what seems to be the interminable 
delay, particularly of siting tnat second transmission line from Bruce, and 
naving heard Mr. Brandt's questions the other day, I would like to deal with 
that when I come to the environmental assessment process. I will comment 
specifically on tne difficulties that have been counting there; why I thinkvic 
nas beea sucn a difficult row to hoe. 


Let me also note here that another cost of circumventing public hearing 
processes is that on occasion we approve ill-conceived and unneeded 
facilities. It is rather academic to wonder now what a public hearing under 
the Environmental Assessment Act witn respect to the Darlington nuclear 
station might have yielded had that facility not been exempt from the act in 
1977. I forget who it was, but someone said the other day that the reason the 
act did not apply to Darlington was because it was not in place then. However, 
with respect to wnomever it was, that is incorrect. The act was in place and 
there nad to be a specific exemption for Darlington so that it would not be 
subject to tne public-hearing requirements of the act. 


Tnerefore, we may have lost an important opportunity to examine the 
proposal in some detail before commitinents were made. We have not had the 
benefit of that process and doing it 10 years later is a much more diffcult 


endeavour, aS you know. 


Mr. Haggerty: The recommendations of the select committee in 1976 
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indicated tnere snould be a puplic review of the proposed Darlington plant. 
fhe theory we covered at that time was not to say ''environmental.'' There may 
have been sone discussion of environmental issues, but before commencing, we 
said there should be public hearings. There was a demand for that at one time. 


Mr. Shorybman: Unfortunately, it did not happen. 


On page 17, I go on to note the need to provide the process with 
adequate funds. If you do not, it does not work. As you know, an environmental 
assessinent hearing is enormously expensive. Hydro will spend millions of 
dollars on it and the government spends hundreds of thousands of dollars 
paying the salaries of the people who man the decision-making tribunals and so 
on. For want of $50,000 or so to aid tne cause of public participation, the 
wnole process fails to accomplish any objective of either encouraging some 
contidence in the proposal in the comnunity or allowing those critical of a 
proposal an opportunity to take a run at it. If you have a good project, put 
it up there and let people who have something to lose if you obtain an 
approval have a go at it. They may, in fact they often do, find flaws about 
wnich it is much better we be informed before we start spending lots of money 
and putting shovels in the ground than years later. 


I am going to inove now from this discussion of the basic principles we 
suggest should be adopted in evaluating the present system and devising 
retorms to it if they are necessary to a brief description of the present 
power system, or at least the major elements of it, the Ontario Energy Board, 
Untario Hydro and the National Energy Board, with whicn I deal very briefly as 
well. You have had the benefit of more informed comment on these matters than 
I can offer, from Mr. Macaulay and and Mr. Johnson from the Ministry of 
mnergy. Let me briefly give an account of what they have described for you and 
- Degin with the Untdrio Energy board Act which, as you have heard, accords to 
tne board certain review powers pursuant to section 37 of the act. 


. Those powers are to review proposed increases in hydro bulk rates, not 
retail rates, and to review matters with respect to rates that the Minister of 
Energy may from time to time refer to the board. However, the important point, 
and it is one tnat I have made earlier, is that the board exercises no 
decision-making authority and simply reports to the minister on its 
deliberations. We will recommend that the authority of the Ontario Energy 
board pe enhanced to allow it the same regulatory authority with respect to 
hydro rates tnat it enjoys with respect to gas rates now. 


the next major element of the present system is Ontario Hydro. Its 
constitutional instrument, as I have indicated, is the Power Corporation Act, 
and Mr. Johnson has taken you through this already. Let me provide a little 
ditrerent empnasis to the description he has offered. This is dealt with on 
pages 1Y and 2U of our submission. The Power Corporation Act establishes two 
centres of decision-making authority. The first is cabinet. I am not sure I 
nave listed all of the powers that are given to cabinet, but I have most of 
tnen, and I set them out opposite the section numbers in the legislation at 
the bottom of page 19 and at the top of page 20. As I understand this 
configuration, cabinet is basically given three general types of approval 
authority. 


The first is to approve all major projects, such as the building of 
large transmission lines and puilding large generation and supply facilities. 
Ine second is to deal with a wnole variety of matters relating to Hydro 
porrowing and the issue of debentures and guaranteeing loans and so on. The 


tnird is to approve sales and, I suppose, interprovincial transfers of energy 
and exports. 
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It is important to note in this regard that with respect to these 
powers, tne approval authority that is exercised by cabinet, no other 
regulatory authority exists. In our submission, the allocation of these 
decision-making powers to cabinet fails to match a regulatory function with an 
institution suited py cnaracter and resources to its task. The cabinet is an 
executive institution. I would argue that it is suited to broad policy 
determinations and not to the detailed affairs of a large electric utility. 


{f it is desirable to maintain the possibility of intervention by 
Cabinet tor political reasons, then an appeal to cabinet from a regulatory 
decision should be made. The qualified and independent judgement that must be 
exercised witn respect to matters like project approval and borrowing and 
sales that are so clearly of major importance to the people of Ontario is 
simply not provided for in the existing arrangements. Cabinet does not have 
tne resources, with regard to my notions of accountability, to come to any 
intormed and independent judgement with respect to these matters. It must have 
tne benefit of some advice and I argue that advice should be advice offered by 
tne Untario Energy Board. 


Mr. Chairman: Wny do you say that cabinet does not have informed 
resources? They nave the resources of the Ministry of the Environment, the 
Ministry of Energy, and the Treasury. [hey have all the wisdom of all the 
yurus in Treasury to do the analysis on borrowing. They have as many or more 
resources tnan Untario Hydro. 


Pron yOuan. Inatbetcoer tient, excep: sUlele fo nOcuMe lee nes resent 
system that allows, at the incipient stages of the planning process, the 
Ministry of Energy or the Ministry of the Environment, or anybody else for 


_tnat matter, to become ‘involved in the planning process. I will go on to. 


describe the arrangements I propose and show you, or try to show you, how they 
are not provided in the existing arrangement. With respect to project 
approval, the only regulatory review that would take place would be the 
regulatory review offered by the environmental assessment process. That is the 
only thing in our system that requires an independent review by an 
institution, which arguaply has the resources actually to understand the 
issues before it, that allows for public participation. I will go on to 
explain wny that happens far too late in the process to be meaningful. 


As you correctly indicated earlier, there are informal mechanisms of 
wnicn I am not aware. It is the central theme of our submission that the 
mecnanism should be formal and should ensure that those who review Hydro's 
activities actually have a legislative requirement to do so and that some 
public process be provided to allow all stake-holders, all who may be affected 
in consequence of a decision, an opportunity to intervene. 


Tne second executive centre of authority that is established by the 
Power Corporation Act is Hydro's board of directors. It is given control and 
direction of the corporation's affairs pursuant to sections 4 and 5 of the | 
act. Its authority in this regard involves determining policies for the 
allocation of the cost of power--rate structures and so on--tne authority to 
approve annual operating budgets, long-range planning, major capital 
expenditures and contracts. 


Woile in this regard Hydro's board of directors is accountable for the 
corporation as we have discussed, it is not accountable to anybody else with 
respect to these decision-making powers. In our view, it is utterly 
unacceptable tnat the board should act as a final arbiter with respect to 
issues that so clearly are matters of public policy. 
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Tne present arrangement provides no mechanism of accountability 
wnatsoever witn respect to several major decision-making functions. In the 
tollowing section, we will recomend the establishment of an energy policy and 
planning act and the enlargement of the Ontario Energy Board's functions to 
provide some overview witn respect to these matters. These matters are 
reviewed by cabinet, but they are matters with respect to which Ontario 
Hydro's board ot directors makes decisions and it has the only decision-making 
authority involved. 


Another area that I should touch on is the fact that Ontario Hydro 
itself exercises regulatory control over tne affairs of local utilities. In 
tnat regard, Hydro is accountable to nobody. There is no appeal or other 
review offered by any utility to anyone dissatisfied with its decisions. This 
oftends all tne basic notions of accountability that I have attempted to 
descrioe. Local utilities snould be accountable to the people they serve. To 
tne degree that regulatory control is necessary, let us give it to the Ontario 
Energy soard. 


mrs. Grier: Are they not accountable to the local municipalities? 
Tney may be elected or appointed. 


mr. Spryoman: That is right. I have not looked at the wnole matter 
of accountability at the local level, but there are mechanisms of 
accountability there. I suppose they could be improved. However, right now 
tney are accountable to Ontario Hydro for the decisions that will determine 
tne course of their endeavours and Ontario Hydro does not account to a 
municipality's electorate in any direct fashion whatsoever. 


Tne National Energy Board approves interprovincial transport and export 
of energy. It does not account to the province. Other tnan cabinet's approval 
autnority, there is no opportunity in the province to review the value of | 
interprovincial or export arrangements. In our submission, there should be. 
Tnat puplic review should take place prior to an application to the National 
rnergy board and we suggest that the Ontario Energy Board provide that review 
function. 


itr. Chairman: On all sales? 


Mr. sorybman: Un sales. 


mr. Chairman: On all sales? 

Mr. Shrybman: Un interprovincial transfers and exports. 
ll a.m. 

Mr. Chairman: There may be 75 or 100 of those a day. 


vic. Sorybman: As I understand it, and I am no expert on this 
arrangement, a lot of those exports, transfers and recirculating arrangements 
and so on take place pursuant to agreements that contemplate the ebb and flow 
ot electrical energy as it is needed in one jurisdiction. It is rather 
complicated, but there are contracts that determine these arrangements and how 
they will operate from year to year. I suppose these contractual arrangements 
would be reviewed by the Ontario Energy Board. 


Mr. McGuigan: Let me just talk to you there. How does that work out 
with the Constitution? You are infringing on federal authority. 
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mr. Shrybman: Ubviously, thr province has no authority to regulate 
export or lnaterprovincial transfers of energy, say, for a gas company. That 
would pe beyond its jurisdictional authority. With respect to a provincial 
crown corporation, I suggest tne province can become involved in potential 
sales, imports or exports of energy. 


[hat would be the way to do it. It would be a preliminary review. The 
Unatario snergy board could not approve exports. Ontario Hydro would still have 
to yo to the National Energy Board, but I suggest that the VEB has the 
authority to look at the matter. In fact, tne OEB may decide Ontario Hydro is 
not pursuing vigorously enough the possibility of, say, importing power from 
Manitoba or Quebec, and we argue it should have the authority to require Hydro 
to enter into certain negotiations that might prove fruitful or valuable in 
tne UB's view. 


Mr. Sargent: There should be a control factor. The Association of 
municipal tlectrical Utilities of Ontario--they are elected people--should be 
a very integral and powerful part of Hydro. There should be some way of doing 
tnat in writing up the new ball game. 


Heretofore, the Ontario cabinet told Hydro who got contracts to build 
the moog-Vavis notel down here. That was engineered by the then Premier. This 
is for the record. We have a track record that though cabinet had no legal 
tie-in, the cabinet did have a big input into what moneys Hydro spent and who 
got the contracts. 


_ There should be some way of writing up the new deal. If there is 
something controversial, the people of Ontario through AMEU could okay a deal 
ot such magnitude somewhere along the line. 


mc. Shrypman: There are intricacies of the system that I am not 
capable of addressing. I am not an expert on electrical energy. 


Mr. sarzent: I know, put I knew the chairman would appreciate that 
snot. 


Mr. Brandt: I find the coments of my colleague Mr. Sargent of some 
interest. I cannot let them go completely unchallenged. The issue he is 
reterring to was well researched and very deeply investigated at the time, and 
there was no conflict between the Premier and cabinet and the specific project 
Mc. Sargent is talking about. I want to disassociate myself entirely from the 
renarks of the memper from Owen Sound. It is one of the few times I will ever 
do this, but I want to do it for the record. 


mr. Sargent: He took Moog to Europe to get the money. He pretty well 


nad to, you know. 


Mr. Chairman: For the record, Mr. Brandt, on occasion Mr. Sargent 
has used conjecture quite clearly on this committee. 


Mr. Brandt: I have found that to be the case on occasion as well, 
Mr. Chairman. I tnought I would add some equilibrium and balance to his rather 
interesting remarks. 


Mr. Sarzent: | teel much better. 


Mr. Cnairman: Now that we have nad a verbal coffee break, please 
carry on. 
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Mr. Shrybman: Let me move on to another part of this, that is, the 
reforms we propose. Before 1 get to them, let me note that in advocating the 
reforms I will soon describe we have been guided by the major areas of reform 
I discussed in part 1, being the need for effective control and direction in 
terms of policy, greater regulatory control and the need for a new approach to 
energy policy and planning that emphasizes conservation and demand management 
much more than they have heretofore been emphasized. 


We propose three major reforms to the functions of the Ministry of 
Energy. We suggest the promulgation of an energy policy and planning act. We 
suggest giving the Ontario Energy Board a lot of the decision-making authority 
that is currently exercised by Ontario Hydro and by cabinet. We also suggest 
giving the board a basic function of reviewing energy-related matters in a 
public forum. If it will do one thing now, it will provide a forum for the 
debate and discussion of energy-related matters from policy to facility 
approval. Finally, we suggest the establishment of an energy conservation 
utility or corporation. 


Before I get into the details of the proposals, 1 thought it would be 
essential to have a schematic in the brief at some point. This is it. 1 am not 
wedded to this. I am no final authority with respect to these matters. 
However, I have attempted to describe at least one configuration that would be 
an accountable one. You may prefer another one, but this is what an 
accountable system looks like. 


At the top, we have cabinet. In our scheme, cabinet is responsible for 
approving policy and forecasts. It also exercises certain appellate authority 
from decisions of the Ontario Energy board. One step down on the pyramid is 
the Ministry of Energy, which is responsible for policy development and energy 
forecasts, as it is now, but in a way that will be determined by legislative 
requirement if you accept our proposals. 


Then something happens that does not happen now; that is, the reference 
to the Ontario Energy Board of the policy and forecasts developed by the 
Ministry of Energy for review by the board. You will see that the first line 
there under the Ontario Energy Board is the public review of policy and 
forecasts. It does not make a decision on policy and forecasts. It is not 
appropriate for a regulatory institution to make those decisions. Those 
decisions should be guided by political judgement and for that reason, the 
Ontario Energy Board simply makes a recommendation to cabinet having had the 
benefit of an exhaustive public review of the policy developed by the Ministry 
of Energy. 


One of the things I like about this configuration is that if the 
Ministry of Energy does not do a good job of delineating provincial energy 
policy, it will get a whacking before the Ontario Energy Board. Everybody is 
going to take a shot at this--the gas people, Ontario Hydro and public 
interests groups. They will tear limb from limb an inadequate and 
ill-conceived policy. There will be a great incentive, quite apart from a. 
legislative requirement actually to promulgate policy and do a good, 
comprehensive and thorough job of it. Even then, no one is perfect. 
Improvements will be possible. Having the benefit of others points of view 
should leave the Ontario Energy Board to suggest modifications and 
improvements on occasion which will then proceed to cabinet. 


There are many who would argue, however, that the functions the Ministry 


of Energy would perform are simply not being performed now. They do not really 
generate policy. They are included after the fact, with respect to major 
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system planning decisions. That function is not being adequately performed 


now. There is no public review of those elements of the electric power 





planning system. 


z1:10. a.m. 


There are other things the Ontario Energy Board will do. One is to 
regulate rates. Ontario Hydro's board of directors does that now, and it is 
accountable to no one in that regard, as I have described. The energy board 
will also regulate local utilities. Right now, Hydro's board of directors does 
that, and it is accountable to no one in that regard. The energy board will 
also deal with import-export, which is simply not dealt with other than by way 


of cabinet approval at a provincial level at this time. 


Down at the bottom--and Ontario Hydro is in a different place in the 
general scheme of things than it is right now--Ontario Hydro is responsible 


for electrical system plans and system design, implementation and delivery. It 
does all that. It does it very well. It will now have to submit its proposals 
and plans to the Ontario Energy Board for public review. In that regard, the 


Ontario Energy Board would have decision-making power. 


You might want to provide some appellate authority to cabinet. If 
Ontario Hydro proposes a nuclear generation station and the Ontario Energy 
Board turns it down, perhaps it would be appropriate to allow some right of 
appeal to cabinet in that regard. With respect to other matters, an appeal 
authority probably is inappropriate. In any event, there will now be a review 
by the Ontario Energy Board of all system planning and facility proposals that 


_are forthcoming from Hydro. 


On the other side is this Ontario energy conservation corporation that 


we propose, which will do for conservation, efficiency and demand what Ontario 


Hydro does now for supply. It will be responsible for conservation system 


planning, design and implementation. It will also be responsible for 


co-ordination and intergovernmental planning and it will account for its 
endeavours to the Ontario Energy Board in a public forum in precisely the same 
way that Ontario Hydro will. I have also noted other sectors whose 
relationship with the OEB I have not really considered. 


Mr. Chairman: I am interested in knowing why you proposed that crown 
corporation or that function separate and apart from the utility. 


Mr. Sbhrybman: Which? 


Mr. Chairman: The Ontario energy conservation corporation. 


Mr. Shrybman: Separate from the utility? I go on and deal with that 
at some length, actually, when I come to talk about the OEC, and I list a 
number of reasons that persuaded us it would be inappropriate to leave that 
function with Ontario Hydro. There are six or seven cogent reasons for 
removing it from hydro. 


Mr. Chairman: I do not disagree with you. 
Mr. Shrybman: Aha. I will come to it. 


Mr. Moore: On the matter of rate regulation, Ontario Hydro would 
still put forward a rate proposal to the OEB, would it not? 
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Mr. Shrybman: Yes. 


Mr. Moore: And it would be approved, disapproved or changed by the 
OEB? 


Mr. Shrybman: That is right. The OEB now makes a recommendation. In 
this scheme of things it would make a decision. 


I will come back to that schematic. Let me deal now with the elements of 
the scheme. The first one is the Ministry of Energy, which would now have the 
obligation of preparing a provincial energy plan and forecast. On page 24 we 
recommend the enactment of an energy policy and planning act, which would 
delineate the procedures appropriate to the development of energy plans and 
forecasts for the province and for various energy sectors. 


In broad outline, the general requirements of that legislation would be 
that the ministry develop a provincial energy plan that would include a 
comprehensive assessment of environmental, social and economic impacts and 
would be guided by the methodologies set out in the Environmental Assessment 
Act. I will deal with that in the next part of my brief, but it would be the 
planning approach that would be adopted by the Ministry of Energy to account 
for all of the costs of one plan as opposed to another. 


It would also develop an official energy demand forecast. It would 
engage in broad consultation with all the interested parties and come up with 
a demand forecast. It does that now. Perhaps its consultation would be broader 
than it currently is. 


The act would also offer strong policy support actually in legislative 
form for conservation and demand options. 


The last element is, as I have indicated, that all of this would go to 
the Ontario Energy Board, and the forecast that would result, it is 
appropriate to note, would be the official forecast for energy planning in 
Ontario. In other words, Ontario Hydro could not come forward and suggest the 
need for another nuclear generation station on the basis of an electrical 
energy demand forecast that was different from the one adopted by the Ontario 
Energy Board, and that is currently the case. The Ministry of Energy develops 
one forecast, Ontario Hydro develops another, and at times there is a 
significant difference between the two. We regard it as unacceptable that 
Ontario Hydro proceeds to plan major facilities with important implications 
for everyone in this province on the basis of forecasts that are fundamentally 
at odds with the forecasts developed by the ministry. 


This would allow Hydro to offer its criticism of the forecast developed 
by the Ministry of Energy, one with respect to which it has already been 
consulted; it would allow the Ontario energy conservation corporation the same 
opportunity, and I would be able to be there as well, putting in my two cents' 


worth. But when the forecast was developed by the board and approved by 
cabinet, that would be that. 


The next major element of the new system that we have devised is the 
Ontario Energy Board. There was a recommendation of the royal commission that 
the OEb be much expanded. I do not think we are suggesting anything here that 
was not recommended by Dr. Porter. He suggested that the OEB be given the 
authority to review energy policy in general. We have adopted that 


recommendation and tried to put it in piace by suggesting an amendment to the 
Ontario Energy Board Act that would allow it that opportunity. 
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Also, on page 25--and because of time I will not go through it--I 
recount for you the recommendations of the Economic Council of Canada with 
/ respect to the appropriate role of institutions such as the OEB. Its 
recommendations are essentially in agreement with the recommendations of the 
royal commission. 


Mr. Sargent: Why are the Atomic Energy Control Board and Atomic 
Energy of Canada Ltd. not involved in this? 


Mr. Shrybman: Unfortunately, AECB and AECL are regulated federally 
and not by Ontario for constitutional reasons. I wish they were. 


Mr. Sargent: They have wide powers in anything that happens in 
Ontario, do they not? 


Mr. Shrybman: They are very busy in Ontario but we have no 
provincial control over their activities, even with respect to pollution. The 
ministry has attempted to enforce provincial pollution controls against 
Eldorado Nuclear and has been told by the courts that it simply has no 
jurisdiction to do so. Those two bodies are not mentioned here because we do 
not have the constitutional authority to concern ourselves with their affairs. 


| I set out in page 26 the reconmendations for amendments to the Ontario 
Energy Board Act. These are that the Ontario Energy Board Act be amended to: 


(i) Provide the board, aided by the participation of members of the 
Environmental Assessment Board, with the responsibility of reviewing and. 
making recommendations to cabinet with respect to provincial energy. plans and 
forecasts to be developed by the Ministry of Energy. 


(ii) Expand the authority of the board to include decision-making 
authority with respect to matters concerning Hydro affairs currently accorded 
by the Power Corporation Act to cabinet. 


"(iii) Provide the board with rate-setting authority, which should 
include retail as well as wholesale rates." 


Right now, the Ontario Energy Board, even in carrying out its review 
functions, has no opportunity to consider retail rates. It should. Most of the 
people in this province buy power at retail rather than at wholesale or bulk 
level. It is interesting to inquire as to what standing they might have to 
raise their concerns before the OEB, given the present configuration. 


The next power that the OEB would have is, in co-operation with members 
of the Ontario Environmental Assessment Board, actually to approve facilities. 
It would regulate local and regional utilities and it would provide some 
preliminary review of any proposal to transfer energy interprovincially or to 
export it. 


Mr. Chairman: Once more, are you suggesting something that parallels 
the Consolidated Hearings Act? 


a 2 ON 
Mr. Shrybman: Precisely. I suggest in part III of the brief, with 


respect to facility approval, that the Ontario Energy Board Act be added to 
the list of public hearings consolidated, pursuant to the provisions of the 
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Consolidated Hearings Act, to further streamline the decision-making process. 


On page 27 of our brief, I make a point that I would like to read for 
emphasis. In advocating an expanded role for the Ontario Energy board, we do 
so in order to make important regulatory functions more responsive to the 
needs and interests of all Ontarians. It is absolutely essential that all 
stakeholders be given an equal opportunity to participate in this regulatory 
process. It would be folly to replace one monolithic and unresponsive 
institution with another. In this regard, we believe the first two reforms to 
the Ontario Energy Board Act should respectively address the qualifications 
and the manner of appointing board members and the accessibility of the 
board's processes to those who have traditionally been excluded from them. 


At a minimum, the first will require public review and potential veto of 
board nominees. The second will provide intervener funding and cost awarding 
powers, so people who do not currently have access to the process might now 
effectively participate. We engender this in recommendations which are set out 
at the bottom of page 27 and the top of page 28, and I will read them. The 
first is that the act establish a public appointments procedure that would 
provide for the publication of all nominees to the boards for review and 
ratification by a standing committee on appointments. The second is that the 
board be provided with express authority to provide funding and assess costs 
preceding, during and at the conclusion of any matter, with the purpose of 
facilitating informed and meaningful public participation. 


Recent decisions of the Divisional Court in Ontario make it very clear 
that unless that authority is specifically provided in the act, the court will - 
not allow the board to exercise the authority to assess costs, for Ee 

against Ontario Hydro before a hear ing gets under way. 


The third area of reform I would like to propose to you is something 
that was not suggested by either the MacDonald select committee or the Royal 
Commission on Electric Power Planning, but does, 1 believe, carry into 
practice the recommendations they offered. I have reproduced the salient 
recommendations of those earlier reviews on page 28 that call for this new 
emphasis on conservation and load management as opposed to supply expansion. 


I have been tempted and succumbed to my temptation to stray from the 
structure of all of this to a little bit of the substance. This has to do with 
the good sense of efficiency and conservation and you will find a diagram 
following page 29 of the brief. There is a picture of some houses on the 
diagram that I think makes it more appealing. It was developed by Mr. Charles 
Ficner, who works for the federal Department of Energy, Mines and Resources. 
He is a director of residential conservation in the renewables and 
conservation energy branch and he describes a good sense of conservation in 
the residential sector. This ig what an energy-efficient house purchase looks 
like to a consumer. The consumer has a choice of two homes. These are 1981 
figures, but I spoke to Mr. Ficner and he says they are valid today and even 


ge the figures might be a little higher, the proportions and ratios remain 
the same. 


The first is a conventional home. It cost $80,000, and it costs $800 a 
year to heat, so it costs the home owner $800 year. A super energy-efficient 
home costs $3,000 more. If a consumer goes out and borrows that differential 
at 15 per cent, and the interest rate would of course be lower today, that 
costs the home owner $450 per year. The heating bill is one eighth that of a 


conventional home. At the end of the day the consumer is pa ying g $550 a year 
for the same energy service--basically, a warm house--that he is paying $800 
for if he buys a conventional home. 
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Conservation makes good sense from the consumer's point of view. Let us 
look at it from the point of view of the overall cost that we as a society 
have to pay. Here is a conventional home again. It costs $80,000. If I want to 
‘ae it electrically, I have to put in 25 kilowatts of electric baseboard 

eaters. 


For every kilowatt of electric baseboard heater I put in, Ontario Hydro 
does not build an additional kilowatt of capacity. There is a diversification 
factor, which I understand is the result of simply appreciating the fact that 
my heater will not be on all the time. But Hydro does build more than 
this--and 1 believe this figure is conservative--six kilowatts of additional 
capacity. Those kilowatts costs $2,000 each--for example, Darlington--so we 
end up paying collectively $12,000 to provide the capacity that the 
conventional home will require in order to provide the energy service of a 
warm house to the consumer. 


The super energy-efficient home costs $3,000 more. Its heating plant is 
much smaller; it is only four kilowatts. Ontario Hydro has to build only one 
kilowatt of additional capacity. That costs $2,000. It we add Hydro's cost to 
the cost the consumer bears, the overall total is $5,000. 


I am not an expert in these matters. It is just that this diagram, more 
than any other I have seen in the course of my travels and experience before 
various regulatory tribunals, really brought home the point that it is a 
phenomenal waste of resources not to make the commonsense decision here. I am 
not sure precisely why this does not happen in every detail, but one of the 
major problems, I believe, is the absence of an effective institution to bring 
those super~energy-efficient homes, the R-2000 homes, into being somehow. 
Right now most of the homes we build in Canada are ngt R-2000 homes. We are 
still building conventional homes. 


Mr. McGuigan: Is it accurate that the $3,000 is the only difference 
in cost between the two? 


Mr. Shrybman: I have spoken to Mr. Ficner. He has a staff now. Seven 
R-2000 homes have been built in Canada during the last two years, and he and 
his staff have gone out and monitored those homes. He tells me the $3,000 cost 
is more like $3,500 over $80,000. 


He also tells me the costs are coming down because of a number of 
factors. First, a large portion of that cost is air circulation equipment. 
There is not a great demand for it; it is high priced. The price is coming 
down. - 


Second, a national building code has been promulgated that requires all 
new homes to put in air circulation equipment whether they are super energy 
efficient or not. When this is adopted provincially, the discrepancy between a 
super-energy-efficient home and a conventional one will be less because both 
will have this air transfer equipment. 


The third factor that he suggests will bring the cost down--the cost 
differential is not that great to begin with--is that these are the first 700 
R-2000 homes that have been built by an industry unfamiliar with the 
technology. We presume that as they become more familiar and comtortable with 
it, they will become more efficient at doing it. 
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Mr. Haggerty: 1 know a chap who brought to my attention that he has 
installed a heat exchanger in his gas furnace with a small fan so there is 
slow-moving air flow going through. It is just like a boiler with tubes going 
through it that capture the hot air before it goes up into the chimney. He has 
installed it on his home heating furnace and he says it has reduced his gas 
bill by 40 per cent. 


Mr. McGuigan: 1 think it is illegal. 
LlesOvatm. 


Mr. Haggerty: That is the point I am coming to. It worked very well 
until Consumers’ Gas came in and asked, ''Why have your monthly gas rates been 
so low?'' He showed it to them-and was told to take it out of there, but now he 
is trying to get a patent for it. It is just like the old wooden stoves that 
used to have the two elbows that came out and a heated air chamber above that 
in which one captured the heat before it went up the stack. It is the same 
thing. They told him to take it out. There is probably technology out there 
that can be used to conserve gas if they can get this thing to put it on the 
market. It is very simple. I have a diagram of it. 


Now the new gas furnaces have a two-inch plastic flue that goes into an 
eight-inch chimney. That is on the market and has been approved. It is just a 
way of capturing all that forced heated air going up the stack. He traps it 
and none. of it goes through. 


Mr. Shrybman: I hope this will answer your question, Mr. Chairman. 
This is why an Ontario energy conservation corporation and not Ontario Hydro 
is suited to the task of energy conservation as we understand the problem. I 
have highlighted the points here. Let me briefly go through them. Ontario 
Hydro is highly centralized and qualified by corporate structure and expertise 
to plan and implement the capital-intensive mega energy projects. The 
overwhelming majority of conservation and energy-efficiency measures are 
small, decentralized and technologically simple. Even in the industrial 
sector, the implementation of efficiency measures is several orders of 
magnitude removed from even a modest supply option. 


The second reason is that it cannot afford conservation. You have heard 
from many that Ontario Hydro's short-term objectives are at odds with 
conservation and energy efficiency. Several have concluded that Ontario Hydro 
simply cannot afford conservation at this point. For us, the proof of this 
pudding is Ontario Hydro's aggressive ''go electric'' advertising campaign, 
encouraging increased use of electricity even for residential space heating 
which we understand to be its most inefficient application. 


The next reason is that we believe Ontario Hydro has a very reluctant 
and sceptical attitude about conservation that it has demonstrated often and 
in a variety of forms. You have heard the debate between, for example, Amory 
Lovins and representatives of Ontario Hydro. With respect to the potential of 
conservation, we suppose that reasonable minds may diverge. However, it is 
important in this regard to recognize that nobody has been more reluctant to 
recognize the potential benefits of conservation than has Ontario Hydro. 
Repeatedly in these discussions, Untario Hydro's analysis frames one extreme. 
There is no one that argues that conservation has less potential than does 
Ontario Hydro. 
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Our submission is simply that conservation requires more enthusiasm than 
Ontario Hydro has demonstrated for it. To illustrate that point, let me return 
to my diagram with the houses. I was interested in getting an update from 
Ontario Hydro on how much it costs to install a kilowatt of capacity and what 
its diversified demand factor is. It very graciously reworked my whole chart 
and gave me its interpretation of the figures on it and told me, at the same 
time, that these were the figures it used to determine strategic conservation 
in Ontario. : 


This is the same chart. The figures that I showed you before are the 
figures that are not in brackets. The figures in brackets are Ontario Hydro's 
revision. This is its interpretation of what would be a more accurate picture. 
On every occasion, the advantage of conservation is whittled away, and the 
benefits of nonconservation are enhanced in a sense. Here is the first one. It 
costs $800 to heat the conventional home. That was the 1981 figure. Ontario 
Hydro says that is now $790. It costs less in 1986 than in 1981. I am not 
doing this to challenge the veracity of Hydro's interpretation. I am sure it 
can justify these figures. It is just to show you the extremes. 


Mr. Snell: Who is Charles Ficner? 


Mr. Shrybman: I will repeat that. Charles Ficner is the director of 
residential conservation in the conservation renewable energies branch of the 
Department of Energy, Mines and Resources. The paper I have taken this from is 
one he presented to an international conference on conservation in Berlin. I 
have called Mr. Ficner as a witness before the joint hearing board. He was 
qualified as an expert; Ontario Hydro offered no challenge to his credentials 
as the foremost’ expert in Canada on conservation in the residential sector. 


In conversation this week, he advised me their auditing of the 700 homes 
that have been built in Canada revealed that their performance is five per 
cent better than this chart predicts. The empirical evidence Mr. Ficner has 
gathered suggests that his chart is conservative, that these homes do better 
than he predicted. 


Ontario Hydro suggests the super energy-efficient home would cost $3,500 
more. According to Mr. Ficner, that is probably accurate. However, the costs 
from month to month are less in any event because the interest charges are 
lower. However, here is where there is an enormous discrepancy. Mr. Ficner 
predicted his R-2000 home would cost $100 per year to heat. He says the 
performance of those homes is better than predicted, but nevertheless Ontario 
Hydro predicts that those homes will cost $150 per year to heat, which is 
about 60 per cent of what a conventional home would require. If you look at 
the total, lo and behold, it turns out that an energy conservation R-2000 home 
is more expensive and a bad investment. 


When you look at the cost to the utility, the top line of figures remain 
essentially unchanged except that there is a recognition that the 
diversification factor is not as small as the one Mr. Ficner offered. He was 
trying to be conservative in his figures. He was not making a best case; he 
was making a conservative one. 


Mr. Cureatz: Are you saying that Hydro says it costs more money to 
provide for an energy-efficient home? 
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Mr. Shrybman: That is right; $2,000 more. For a conventional home, 
Hydro says it would install seven as opposed to six kilowatts, so it costs 
$14,000 rather than $12,000. The difference is that when you come to the super 
energy-efficient home, Mr. Ficner says it is four kilowatts of installed 
capacity in the home. Hydro gets off with a question mark there. Mr. Ficner 
says four, and the house has actually performed better than anticipated. Four 
kilowatts in the house are enough. If you apply the same factor, Hydro should 
only be installing one. They say four; I do not know why. However, that comes 
to $8,000. At the end of the day, the R-2000 home still comes out better, but 
the discrepancy is much less. 


I do not know who is right. However, I estimate it would be difficult to 
get a more pessimistic view of this than Ontario Hydro has offered, and this 
is probably one explanation of why this estimation of strategic conservation 
is so dramatically at odds with those offered by Dr. Robinson and Mr. Torrie, 
for example. 


Tne last reason I suggested it would be inappropriate to leave the 
mandate to pursue conservation measures and strategies with Ontario Hydro is 
that it has had an opportunity since 1981, when the Power Corporation Act was 
amended, and it simply has not done a good job. The proof of that pudding 
might be the residential energy advisory program, which has been described as 
a disappointment by many that have appeared before you. 


Five years after it was given a mandate to develop an end-use 
forecasting model, to listen to Dr. Robinson, it appears it is not even using 
it for the right purpose and still it does not have sufficient data. Hydro has 
had a chance; it has not done it. ere ws 


Therefore, we recommend an Ontario energy conservation corporation be 
established, with a broad mandate to plan and implement energy conservation 
and efficiency measures and programs. That would offer certain benefits the 
present system does not. 


11:40 a.m. 


In a way, these are other reasons Ontario Hydro is not appropriate to 
the task. The first is that conservation and efficiency programs are 
disaggregated and well suited to institutions that are already in direct 
contact with consumers. For the little small-scale projects in people's homes 
having to do with furnaces, windows and so on, arguably the best people to 
carry forward those programs are people who have a relationship with those 
retail consumers, and the people who have that relationship are local 
utilities. Most people in this province buy power from local utilities. The 
organizational structure necessary to carry forward these thousands of small 
energy-efficiency programs and individual projects, the resource and structure 
appropriate to that task, is the resource and structure of the disaggregated 
local utilities rather than centralized Ontario Hydro. 


Mr. Chairman: Do you really mean regulate the local utilities? 

Mr. Shrybman: No, that is wrong. I do not know why it says 
"regulate." It must be a typo. What I intend is what I am offering by way of a 
comment. I suppose the local utility's activities in this regard should be 
regulated by the Ontario Energy Board. 


Mr. Chairman: Yes. 
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Mc. Shrybman: As well, local utilities could add a particular 
Sea ee to local conditions. In the Ottawa area, tnere have been a couple 
ot gas explosions and that has made people shy of converting. Knowing these 
tnings is hélpful in carrying forward those proposals. That is a sensitivity a 
local utility might have that a large corporation with its head office in 
foronto mignt not have. 


This is another advantage offered by this new utility, and it is 
apsolutely essential. Comnents were offered to you yesterday while I was here 
by the Ontario Natural Gas Association. My Ontario energy conservation 
corporation could deal with conservation in all energy sectors. It would not 
pe restricted to electric energy. That is unjustifiable as far as we are 
concerned. It could look at gas, electricity, oil and a variety of things that 
Ontario Hydro cannot look at. I am sure the gas companies would vigourously 
resist Hydro's intervention in conservation of gas because they would be 
afraid that Hydro's solution always would be to switch to electric heat. 


A third reason tor going to an independent conservation utility is that 
experience elsewhere has shown that when you establish institutions that can 
Ssingle-mindedly pursue conservation objectives, they work well. 


Finally, effective conservation strategies cross existing jurisdictional 
boundaries. for example, if you look at tne recommendations of the MacDonald 
select committee and of the Royal Comnission on Electric Power Planning, they 
Suggest a need for building standards. How do we do that? Do we equip every 
ministry in tnis province with its own conservation and renewable energy 
branch. Does the Ministry of Transportation and Communications have one? Does 
everyone have one to be informed about conservation and efficiency measures, 
or do we provide one organism that can inform all the ministries and provide 
‘co-ordinating functions so we can get appliance standards from Consumer and ~ 
Commercial relations, building standards from Housing and transportation 
standards from Transportation and Communications. 


It I can go back to the schematic tor a moment, we think there will be 
continuing tension. There has been for quite some time, and on that basis, it 
is reasonable to anticipate there still will be tension between expanding 
supply, and conservation and demand strategies. Which way are we going to go? 
We think there is great benefit in allowing a protagonist of supply, which 
Ontario Hydro is very effectively, to engage in a vigorous and public debate 
about the virtue of its proposal with one that has a different point of view, 
equal resources and can also do justice to its cause. Let them fight it out at 
tne UE8B when they put their plans forward. We will all have the benefit of a 
mucn more informed and expert discussion of the issues before us. 


Mrs. Grier: will you comment on the suggestion we have heard from a 
number of people about the need to integrate supply and demand planning, that 
if you maintain the adversarial approach-- 


Mr. Chairman: Tne planning is going to be done at the ministry. 


Mrs. Grier: The chairman is saying tne planning is going to be done 
at the ministry, but I still see Hydro as submitting its own forecasts and its 
Own recomnendations. Are you not merely emphasizing its role as a supplier and 
making it even less likely that it is going to develop the capability to do 
end-use planning and proper demand studies? 


Mr. Shrybman: It is not going to have that job any longer. But where 
it is integrated, I believe, is at the policy development stage. Tnere is a 
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provincial energy plan prepared py the ministry that goes to the QED for 
review. If the conservation corporation and Ontario Hydro do not like it, they 
tignt it out, and that plan determines the system planning context. In other 
words, Hydro and the energy corporation have to fit themselves within that 
system planning context, whicn is an integrative and iterative process. 


Mrs. Grier: But the implementation will rest with Hydro. 


Mr. Shrybman: Hydro will take the plan and say, ''Here is what we 
have to do in terms of supply." The energy conservation corporation will say 
the same thing, "Here is what we have to do in terms of demand and 
conservation.’ They will develop their plans, strategies and programs for 
tacilities, they will put them forward to the OEB and they will be reviewed 
tnere. fhe first test will be whether they fit with the provincial energy 
plan. ee second will be, ''Given tnat, should we be going one way rather than 
anotner! 


mrs. Grier: So the kinds of programs that other utilities in the 
United States have done, such as incentives to buy efficient appliances and so 
on, would no longer be within the purview of Hydro. That would be implemented 
and done by the conservation corporation.. 


ic. Snrybman: With tne approval of the Ontario Energy Board. The OEB 
becomes the integrative mechanism. 


I know you nave heard from the Northwest Power Planning Council. I have 
used its act as a guide in developing the act I set out here, whicn is my 
proposal for an Ontario energy conservation corporation act, as 1 have used 
the Warren Alquist act from California, simply as a guide for what the 
elements of this system should be. ~ sf 


You mizgnt come up with a different configuration. That is quite 
possible. But this is an accountability arrangement. That is why I think the 
notions of accountability are so important. Otherwise, you have a thousand 
possipilities ot which way to go. How can you test which is the best way to 
go? I would suggest that you take the notions of accountability, see which one 
is tne most accountable and go that way. 


[nis is one accountability configuration. I cannot imagine that it is 
tne only one. 


Mr. Gordon: How many years would it take for this Ontario energy 
conservation corporation that you are talking about to pay for itself? 


mr. ohrybman : I have not peen able to deal with those details. 


I have three comments to make in that regard. First, it should have 
access to capital on the same terms that Ontario Hydro does. Second, it should 
be aple to use the billing systems of gas companies and of Ontario Hydro to 
recoup any loans it might extend to a consumer. I know that happens with the 
gas companies now, because when I had my attic insulated, tne gas company 
actually lent me money to insulate it, and I paid it back on my gas bill, so 
it is sometning like that. Third, some things tne Ontario energy conservation 
corporation would be doing, such as developing a building code, are things 
that are properly the function of government that we either are paying for now 
Or snould be paying for, so that there would be some public funding of those 
types of tunctions of the Ontario energy conservation corporation. 
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I nave not been able to deal with this; I am not enough of an expert in 
the area. But I suppose it is absolutely essential in terms of its program 
tnat it generate revenue, in a sense. With respect to those conservation 
nouses, I suppose it might enter into an arrangement--I understand that this 
happens in tne United States--witn the consumer. It will say to the consumer: 
"You move into a R-2U00 home. We will ensure that your monthly costs are at or 
pelow the cost you would otherwise be paying for energy.'' It will recoup by 
way of tnat equal monthly charge the money that is loaned, and perhaps even a 
service charge on top of that, so that its activities in that regard would be 
entirely self-financing. 


Clearly, in some respects it can be self-financing. I am not certain 
exactly now large tnat opportunity is and how much public funding would be 
required. That would have to be carefully looked at. 


However, the opportunities.seem to be enormous. We are missing them now. 
We are wasting a lot ot money and important environmental resources. This is a 
way to make the system and our environment more efficient. 


tien 50 Lasins 


I will go through the next part very briefly. This can be found in the 
priet at page 34 and following. This is the new act, as I project it. I will 
otfer a few highlights. You will note that my definitions include a definition 
of "cost.'' This includes economic, environmental and social costs. The act 
snould say tnat. 


Section 3 deals witn the establishment of the corporation. The act 
should say this as well. I am firmly committed to this part of it. It says, 
"Nominees to. the corporation shall respectively have backgrounds and | 
experience in the following fields: engineering, environmental protection, 
economics, natural resources management, administrative law and one member 
from the public at large." It is perfectly appropriate for the legislation to 
actually deal witn the qualifications of people wno will be nominated to the 
corporation. I have lifted this from one of the American acts. 


It deals witn the matter of bias. I have taken that from a US prototype 
as well. Tnere snall be a public vetting by a standing committee on 
appointnents of nominees which might veto a nominee who is not properly 
qualified for the task or one who has a bias. 


Finally, I give the corporation the power to retain counsel to intervene 
in proceedings that deal with energy-related matters; so there is my Ontario 
energy conservation corporation appearing before the Ontario Energy Board and 
maxing its case with respect to Hydro projects as well as its own. 


Part IV deals with the functions of the corporation preparing an end-use 
database--something that has not adequately been carried out by Ontario 
Hydro--and preparing a conservation plan for the province, setting out the 
goals. It is not a wishy-washy affair. Tne plan will actually say what we are 
zoing to accomplish, what we are going to achieve, here are the goals; they 
will pe measurable. We will be able to test the performance of the thing and 
it it does not work, we will get rid of it. 


The next part deals with standards and practices. My corporation cannot 
promulgate housing standards but it can develop them and refer them to the 
responsible ministries. 
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On page 37, I deal with energy surveys and audits so that we can 
identify where the improvements and the potential exist. The next part deals 
with loans, subsidies and financial incentives. I note the recommendations of 
tne select comnittee and of tne Royal Commission on Electric Power Planning. 
Under part VI B, you will note that my provisions of the act trace the 
recommendations, more or less word for word, of the people who have reviewed 
this matter. So, when I talk about research and development, I again offer you 
the recoimendations, and throughout the act you will find references to the 
recommendations that I am simply attempting to express in legislative form for 
the first time. 


Un page 33, I offer comments in response to the question about how the 
activities of the corporation will be financed. 


I will now turn to part III of the brief, which deals with energy and 
tne environment. I do not believe anyone has described the Environmental 
Assessment Act and its process to you, so let me do that briefly. 


We believe tne planning methodology set out by the Environmental 
Assessment Act to be vital in providing a thorough and comprehensive 
assessment of all of the costs and benefits associated with system planning 
options. 


Here are the basic elements of this legislative regime. To begin with, 
it otfers a holistic definition of the environment, which includes the social, 
economic and cultural conditions that influence the life of man or a community. 


The expansive definition is particularly useful with respect to electric 
system planning because of the conflicting nature of the claims on the 
environment and the rationale offered in support of them. The act provides an 
important tool that can "integrate the development of energy policies with 
social and environmental policies associated with energy.'' We know there are 
environmental and social dimensions of this, and the act provides a good way 
to iterate those aspects of the equation. 


To illustrate, the act provides a methodology for answering the 
tollowing questions: Which system planning option will create more employment? 
which will minimize the release of contaminants to the environment? Which is 
more amenable to democratic control and accountable institutions? Which will 
most reliably meet the energy service needs of Ontario citizens? Which will 
create tne greatest demand on the provincial economy? 


Tnose are all questions which come squarely within the ambit of the 
definition of the environnent set out by the Environmental Assessment Act. It 
also provides the proponent with a very clear direction to avoid externalizing 
costs. many of tne problems we have today are as a result of the fact that 
many system costs are not included in Ontario Hydro's equation. If you look at 
tne nouses, you will see that the balance sheet for society on one side of the 
ledger is mucn different than the utility's balance sheet on the other. What 
makes sense for Untario Hydro may not make sense for us all collectively. 


The next major element of the Environmental Assessment Act and the 
process is that it requires a proponent to assess environmental impacts. This 
1s tne main Operative provision of the act. You can boil down the act to 
subsection 5(3). It is on page 41 of my brief. It requires tnat the proponent 
set out the rationale for its undertaking, that it look at alternatives to its 
undertaking and at alternative ways of carrying out the undertaking, and that 
it tnen compare them all. 
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Woile the terin ''need'’ is not used in the act, this is often described as 
tne ''need provision" by people wno are familiar with the process. The 
underlying principle of tne act is that it is not sufficient for projects 
simply to meet the proponent's stated purpose. By requiring a comparative 
assessinent ot alternatives, a proponent must weigh the advantages of meeting 
its purpose, with meeting its purpose in another fashion or with not needing 
its purpose at all. The need for the project is established when the benefits 
outweizn tne costs and when the balance favours the proponent's preferred 
alternative. In tnis manner, the act requires that an account of environmental 
impacts be taken at the same time and in precisely the same manner that 
tecnnical and tinancial considerations have traditionally been assessed. 


You will know about business much better than I. I have no experience 
witn it and many of you do. A corporation will plan strategically but, up 
until recently, the only considerations that it would take into account were 
technical and financial, not environmental, social and economic considerations 
tnat were beyond the ambit of its specific insular concerns. 


mr. Snell: Do they not argue about doing that now in the 
consultation process? 


Mic. Shrybman: 1 argue that the act applies to plans as well as it 
does to projects. The act should apply to the demand and supply option study 
and it should apply to the development by the Ministry of Energy of a 
provincial energy plan for the province. Ontario Hydro has not carried out 
anytning such as an environmental assessment with respect to demand and supply 
options. In my opinion, it is not meeting the requirements of the act now. 
Tnat is another issue, or perhaps this committee's issue. It is not satisfying 
the requirements of the act at all. 


The third major elenent of the environmental assessment process is the 
review and public nearings requirements. Unfortunately, the act has not been 
applied to a major supply expansion project of Ontario Hydro other than 
transmission, because Darlington was exempt. Few projects proceed to hearings 
before tne Environmental Assessment Board. Most do not require hearings, but 
some do. Witn respect to Ontario Hydro, the notorious ones have .been the 
transmission system expansion projects in eastern and southwestern Ontario. 


I represented the hydro consumers' association, which was a group of 
rural residents in Lanark county who intervened in the plan-stage hearings 
before tne joint nearing poard with respect to the eastern transmission system 
expansion project. That was my entrée to energy system planning and 
implementation matters. I am familiar--though I was not actively 
involved--witn the southwestern hearings. Let me deal with the some of the 
questions Mr. Brandt offered the other day and with some of the comments 
offered by the Minister of Energy (Mr. Kerrio). The minister repeatedly stated 
that getting those transmission lines out of Bruce has been a 20-year 
endeavour. With respect to him, I disagree. I do not believe that is accurate. 


12 noon 


Twenty years ago, in 1966, Hydro must have been in the process of 
finally approving the construction of the Bruce nuclear generating station. 
Unfortunately, it did not turn its mind at that time to the problen of 
transmission lines from the facility. In fact, that has been one of the major 
criticisms of its planning process. It established the station in isolation 
fron establishing the transmission facilities that would serve it. 
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It was not until tne early 1970s that Hydro went about the process of 
trying to acquire tne approval to build one line from Bruce to Milton. That 
was pefore tne Environmental Assessment Act and before any public hearing 
requirement other than tne public hearing requirenents of the Expropriations 
Act. Hydro encountered an enormous problem when it tried to build that line 
trom Bruce to ifilton, but it had nothing to do with the present regulatory 
process because the present process did not exist tnen. In fact, it was 
prought into being in large measure to address among other things the problems 
Hydro nad in getting that first line approved. 


Wnat happened there, in my understanding, was that there was no public 
torum for people in the community who would be affected by tnis line and who 
would have their land expropriated in consequence of its construction to 
actually challenge the nature of Hydro's proposal. People in the community 
said: "Wait a minute. Why are you building this line from Bruce to Milton? Why 
do you not build it from Bruce to Essa? why is tnat not a viable alternative?" 
because tney had no forum, there was no Environmental Assessment Act, there 
was no public hearing process and they could not advance that complaint or 
criticism in any form, they did whatever they could to stop the project. 


Wnat tney did was to continually take Ontario Hydro to court every time 
it applied for planning approval or expropriation approval. They tried to turn 
tnose forums into the discussion they wanted to have with Hydro over the whole 
proposal. The community rose up in arms and used the legal process to 
trustrate Untario Hydro's project. It took Hydro about 10 years from 
announcing its plans to build this tning to actually getting it built. It was 
not tne tault of the existing process; it was the fault of the absence of a 
process tnat allowed for meaningful involvement by the community that would be 
atfected in the systems planning decisions that would one day lead to the 
expropriation of their property. ; 


Tne second line out of Bruce went to a public hearing before the 
enviromnental Assessment Board and the joint hearing board, not 20 years ago 
put in January 1982, four years ago. As many of you may know, there have been 
problems on the second occasion as well. Tne problems are basically the same 
as those encountered the first time. The joint hearing board, it was later 
determined by the Divisional Court in untario, made a mistake in not providing 
adequate notice to people who were not on Hydro's preferred route. 


There was a two-stage hearing process: first, the board picked a general 
area within which tne line could travel and, second, it chose a specific 
route. When the board made its choice at the end of the planning-stage 
hearings and announced its decision tnat the general area was going to be from 
Bruce to Essa, which was rather ironic 10 years later, people along that route 
suddenly became aware of the project and said: "Wait a minute. We did not know 
about tnis nearing." 


In a sense they had the same conplaint as tne people who were concerned 
apout the first Bruce line. In other words, they had not had an opportunity to 
intiuence the decision, this time not because there was not a public hearing 
process but because they were not given notice of that process. If you review 
tne decision of the Divisional Court, as I have had occasion to do, you will 
tind that court very squarely assesses responsibility for tnat fairly 
egregious error witn the board. 


[ney said the board did not do a good job in apprising people of the 
fact tnat this nearing was proceeding. The board members did not adequately 
address their minds to the matter of notice. They did not so much as put a 
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notice in the paper with a map so people could see what the thing was going to 
be about. Wnen the matter was brought to their attention after the hearing, 
tney were reluctant to reopen the matter and let people who nad not been 
involved into the process. 


Tne court made it very clear that the board was at fault. If we have a 
public appointments procedure, we will have people on decision-making 
tribunals who are more sensitive to the value of public participation than 
sone of tne people who are currently on our boards. 


Mr. McGuigan: Tne member for Grey pointed that out at the beginning 
of tne process. Bob McKessock pointed that out. 


mrs. Grier: There were also some problems with the wording of the 
joint consolidated nearings board in that the specifics of notice are not 
spelled out in the legislation, so the legislation itself is inadequate. 


Mr. shrybuan: That is right. Suffice it to say that for the route 
stage nearings, notice was adequate. In eastern Ontario there was a map and 
there were not the same problems. The hearing process is going ahead more 
smoothly. It is unfortunate that the Divisional Court said, "Sorry, you nave 
to aoe over again.'' That is what has made the process so time consuming and 
costly. 


I tell my clients that if you are given an effective and meaningful 
opportunity to influence this decision before a decision-making tribunal that 
is qualitied, competent, independent and unbiased, then you have to accept the 
conclusion of that tribunal. Tnose are the conditions under which I act for 
people. fo this point, they have not had that. opportunity. They have not been 
given the resources to make their participation a meaningful exercise. They 
have not been involved early enough in the planning process. The problem with 
the transmission projects is that people want to talk about the need for the 
transmission lines, put the need for the transmission lines in southwestern 
Untario is the bruce generating station. 


They had no opportunity to discuss that issue in a public forum, so 
there is still a tension that presides. That is the opportunity of this 
coumittee. If we do not do this right now in terms of the demand and supply 
option study and the decisions we are making today, five years from now, when 
Untario Hydro announces another nuclear generation station, everybody is going 
to say: 'Weli, hey, hold on a minute. How did the whole thing get this far? We 
have not had an opportunity to participate effectively in this discussion to 
this point. Decisions have already been made. There is five years' worth of 
planning behind this." : 


The puplic opportunity to participate at that point simply will not 
satisfy what I consider to be a legitimate objective, and that is to 
participate in the incipient stages and in every stage of the planning 
process. Unless we give people that opportunity, I think we are going to 
encounter continual obstruction and opposition. If we do it-- 


Mr. Brandt: Can you comment on one aspect of the dilemma as you have 


outlined it? I would suppose that in this exercise there would have to be, on 
the part of those who want to intervene, some form of intervener funding. 


Mr. Snrybman: Yes. 


Mr. Brandt: I would get your concurrence on that, I believe, in 
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order for the groups to put tneir case forward effectively. 
mr. ooryoman: It is absolutely essential. 


Mr. Brandt: That being the case, would tne money for the interveners 
in the particular situation of the Bruce-to-Essa line come from Hydro, from 
the yovernment, from where? What would your suggested formula be with respect 
to the kinds otf doliars that would be associated with either that project or 
another project? | raise that question because even those who philosophically 
and practically favour the concept of intervener funding, as I have stated 
publicly on a number of occasions, have some difficulty with open-endedness in 
terms of intervener funding. Wnere would you draw the line as it relates to 
tnat kind of intervention, the kinds of moneys that would be applied to the 
consideration at hand and also where the dollars would come fron? 


Mr. Snrybman: Let me deal witn where the dollars would come from 
first. Tne dollars should come from the proponent of the project. The cost of 
approvals is, in large measure, a cost of the project. For Ontario Hydro that 
involves preparing an environmental assessment and retaining counsel to 
participate in an environmental assessment hearing and it should involve the 
costs of facilitating public participation in the project, so the cost should 
be levied against the proponent. what has nappened on occasion-- 


PZ LOMO ei\. 


Mr. Brandt: Can I stop you there for a moment? Are you saying that 
because Untario Hydro is a public utility--and do you differentiate between 
intervener funding being applied as a cost to the project in the same 
circumstance where it would be a private company inaking a similar submission? 


Mr. Shrypman: Yes, I do. I would make no distinction between the 
two. It should be a cost of obtaining an approval. It will be a small 
proportion of that cost too, I think it is also important to note. When I come 
to the amount of money involved, it is clear that we are talking about a very 
small proportion of the costs that are otherwise involved. 


Mr. Brandt: That is perhaps a matter of wnose ox is being gored. The 
small proportion of the money that you talk about I have seen in some projects 
take on a very significant percentage of the total cost of the project. 


Do you not see some problem with respect to the conflict between a 
proponent ot a project naving to put forward his strongest case, in the 
private arm particularly, and also being asked to supply all of the funds to 
estaplisn the opposition to that very project? You do not see any conflict in 
tnat whatever. 


Mr. Shrybman: No, in the same fashion that a court of law might 
assess costs against the parties to a proceeding. 


Mr. Brandt: That is different. That is after the fact. 


Mr. shrybman: Yes. A number of options are available nere. One of 
tnem that I was about to mention, and it has occurred on occasion, is the 
provision by the government--for example, the Ministry of the Environment--of 
funding to an intervener. This happened recently in the hearing that proceeded 
betore tne Environmental Assessment Board concerning a Tricil expansion in 
your riding. 


N-37 
Mr. Brandt: That was one of tne ones I was referring to. 


Mr. Shrybman: There was a substantial cost awarded--at the end of 
the day, 1 note--against Tricil. Tnat money went to pay the ministry back for 
tne funds it nad advanced to the interveners. Some ss it went to renunerate 
legal aid for the funds it had provided to the Canadian Environmental Law 
Association so that we might provide the group down there with legal counsel. 
Tnus, there was a cost order at the end of the day that repaid, in a sense, 
tnose wno had prefunded the hearing process. The Hydro hearings have also 
resulted in cost awards at the end of the day. 


Let me deal with them both at the same time. I think there is general 
consensus that the criteria I discussed before work well. You do not get 
frivolous interventions and you are not paying-- 


Mr. Charlton: Mr. Brandt was not here, I do not think, when tnat was 
described. Perhaps you could just quickly run through the criteria for him. 


Mr. Snrybman: Tom Berger promulgated certain criteria that have been 
adopted in this province, by the Canadian Radio-television and 
telecomnunications Commission and by the OEB for allocating the costs of a 
nearing. They look at such matters as whether there is a need. A gas company 
does not need costs; it would not get them. Does the group applying for costs 
nave an established track record or a particular interest in the endeavour 
betore the board, or is it simply having fun? Is the interest that is going to 
pe represented by that intervener not otherwise going to be represented before 
that decision-making board? This means you are not paying five groups to say 
tne same thing. Indeed, the Consolidated Hearings Act allows the board to 
appoint a representative of a class of interests that it determines to be the 
- same. ; 


There are seven or eight criteria that we believe work very well. I do 
not think I would nave any argument from Ontario Hydro in that regard. They 
ensure that the costs orders are within reason, that there is no duplication 
of intervention by the various groups appearing and that costs go only where 
there has been a meritorious, sincere and valuable contribution. 


One of the criteria is whether the intervention has contributed to the 
nearing. I participated as a representative of community groups before the 
Commission on the Regulatory Control of Mobile PCB Destruction Facilities, and 
we actually got an indication from the board at the outset of the hearing that 
we would nave funds to retain experts. That is when you need them and that is 
what you need them for. we had to account for the way we were using that money 
as we went along, and we nad to describe in some detail what we were going to 
use it for. At tne end of the day, if you look at the royal commission's 
report, you will find it indicates that it was very satisfied with the value 
it obtained for the money it had invested in facilitating public intervention 
in the process. 


Tne only other argument I would make here is that the eastern Ontario 
transmission system expansion project probably cost Ontario Hydro--I keep on 
mentioning figures expecting to be corrected, and I suppose I will be if I am 
ever too nigh--in excess of $3 million. 


Mrs. Grier: The hearing process. 


Mec. Shrybman: The hearing process. It may have cost the province 
somewhere between $500,000 and $1 million for administering the environment 
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lawyers, tor tne board and so fortn. Uur costs were something in the order of 
$50,000. 


I tnink tne $3.5 million is wasted without the $50,000 investment in 
public participation. You might as well do away with the public hearing 
process. People at CELA do not like me to say that, and I do not think anyone 
in tnis province could get away with it in this day and age, but it does not 
have tne contidence of the community when people do not have the resources to 
participate effectively. It does not allow the proposal to be improved because 
otf inforined puolic input. It does not accomplish anything. It is an enormous 
waste of time and money. 


Mr. Brandt: I do not disagree at all and I think many of us have 
seen too mucn ot tne kind of circumstance in which a group of people gets 
together and nas to have a bake sale to raise enough money to lodge an 
objection to a project. I want those days to be behind us, but I also think 
there may be a role for government in the process of providing intervener 
funding in its role as tne protector of citizens' rights. The government has a 
certain role there, as does perhaps a private corporation or a public utility. 
I an trying to establish in my own mind exactly what role the government has 
as part of that intervention. 


At the end of the process, as a result of its judgement of a total 
assessment after tne fact, the board can rule that the moneys should be 
assessed against the proponent of the project, the private corporation or 
woatever. Tnat is tne risk one takes in that endeavour. However, to get the 
money up front, in certain circumstances I still nave a strong leaning towards 
some yovernment involvement, using the criteria you indicated as part of a 
palanced agenda of peing able to ascertain a legitimate intervention as, 
oe to the frivolous kind. I am not sure’when that money should trigger’ 
an Ow. ox 


We are very mucn at an embryonic stage with intervener funding in this 
province. We nave experimented on a couple of occasions, one being the Ontario 
Waste Manayement Corp., where a specific amount of money was established up 
tront for that purpose. The one you referred to earlier with respect to the 
PCB hearings was one I put in place when I was Minister of the Environment. 
Tnat was again an experimental process, if you like, in part because of the 
urging of my critic of tne day, Mr. Charlton. We were on a similar wave length 
with regard to the process. Wnat I was trying to do, however, was to get a 
balanced process: to avoid the open-endedness of a process and at the same 
time give an opportunity for responsible and reasonably financed interventions. 


Tnat raises another question. Do you have any feeling with respect to 
tne tinality of tne process? There are some who argue that by financing the 
process and opening it up for purposes of intervention, you simply encourage a 
process to go on ad infinitum. Will you comment on time frames so that it can 
be closed otf at a realistic point once all parties have had a reasonable say? 
I am not looking for the kind of two-day exercise they have in Nevada when 
they put transmission lines through a desert. I am looking at a process that 
is applicable to the specific circumstances we have in a heavily populated 
area such as Ontario. 


Mr. oorybman: I will offer two responses. The first one is to your 
last point and it is not a complete answer. However, let me give you another 
side of the equation and illustrate with a hearing that proceeded before the 
Environmental Assessment Board witn respect to tne establishment of an 
energy-from-waste facility associated with Victoria Hospital in London. It 
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mignt nave been while you were tne Minister of tne Environment; I am not 
certain. 


12:20 p.m. 


That was a monolitnic hearing. It lasted 55 days. For one facility that 
is a long hearing. At the end of the day, everybody agreed it could have been 
much abbreviated. There were a number of reasons it lasted so long. Everybody 
agreed that one was that the citizens’ group that was intervening had not had 
any funds at the outset of the process to retain consultants to examine the 
proponent's proposal. They did not know much about it and, in consequence, 
tney used the public hearing process to find out. 


They went through every aspect of the proposal in unending detail, to 
discover at the end of the day that they did not have any large quarrel with 
it. Tney suggested a number of conditions that might enhance the safety of the 
wnole Operation. Tne board accepted their conditions, and at the end of the 
day everybody was nappy. Everybody will agree that the hearing could have been 
tive days had people had the review resources at the outset of the process. 


I tell that to my clients. They say, ''We are concerned about this 
facility that somebody wants to build in our neighbourhood." We say: ''The 
tirst thing you nave to do is to find some funds to get a consultant to review 
it. However, if the consultant tells you the project is sound, well designed 
and will not have substantial environmental impact, you will have to accept 
that judgement. If tne consultant says it is a good project but that perhaps 
it needs some modification, you will have to accept that. We will represent 
you at the nearing, but it will be for tne purposes of accomplishing those 
_modifications if we cannot negotiate them with the proponent in advance."' 


However, when they do not have access to those resources, tney do not 
know whether the project is a good one. They have only the proponent's word 
tor it. If they are dedicated enough to finding out and are not totally 
frustrated by not having any resources to do it at the outset, they will go to 
tne nearing and drag the proponent through every detail and every letter of 
its proposal to test its validity. 


Tnat is part of an answer to your question. It will not always be true, 
and I admit that. Sometimes the hearing is going to be long. Perhaps the 
consultants will say the project is ill conceived, not needed, unwise and 
cannot be carried out in an environmentally viable way. They will fight tooth 
and nail on every aspect of it right through the hearing process. Therefore, 
it does not necessarily shorten the process, but it often does shorten it. In 
eitner event, it makes the process much more effective. 


As to tne funding at the outset of the process, I will not argue with 
you, mr. Brandt. My clients would be happy to receive the funds from wherever 
tney mignt arrive. I suggest that if there is going to be government funding 
at tne outset of tne process, it should not be accorded, as it is at present, 
py phoning up the minister's office and pleading over the phone. 


It should be a tund of the Environmental Assessment Board or the Ontario 
Energy soard to ve used to facilitate public intervention. There should be 
aothing, ad hoc about it. It should be there and the criteria should be 
delineated. You would know where to go and you would nave to persuade the 
board that you had an interest that should be heard by the commission, that 
you were bona fide, that you were going to do a good job, that this was whom 
you were going to retain, that this was how much it was going to cost and that 
you snould be given the money. 
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Mr. Brandt: That can be accomplished in part if in future budgets of 
the Ministry of the Environment there is a line for that expenditure; there 
has not been up to this point. The phone call you talk about triggers a 
scrambling on the part of the ministry to find whether there is a pocket where 
it can get some dollars to assist. Even when it is totally in agreement that 
some funding should be provided, the question is whether the Treasurer has 
made an adequate amount of money available in the minister's budget to carry 
out that kind of exercise. 


One of the first steps in avoiding the phone call you are talking about 
and in putting things on a somewhat more even playing field with respect to 
the request and the response from the ministry is to have a line in the budget 
that says, "We anticipate, and there will have to be some guesswork''-- 


Mr. Chairman: But we agree. 


Mr. Brandt: 'We anticipate there is going to be $500,000 worth of 
demand for that in the future." That money should be provided in the budget. 


Mr. Ashe: Amen. 


Mr. McGuigan: While we are on the subject, 1 would like to refer to 
the placement of the big waste management facility that is currently scheduled 
to go into your riding. It was scheduled to go into mine in 1980. 


Mr. Charlton: He is trying to get everything. 


Mr. McGuigan: I just want to touch on a couple of points. It was 
scheduled to go in in 1980 and it was that close to being accepted by the 
local community. It went through the same process that Mr. Shrybman described. 


When the people really learned what it was all about, and they were 
close to accepting it, but because of all the bake sales they had had and the 
hostility and frustration that were brought about by all these bake sales and 
by women having to quit their jobs and spend full time on this job--they 
raised $25,000; the townships spent $500,000, a lot of which was wasted--the 
climate in the end was so bad that Harry Parrott withdrew. I think he was that 
close to getting an agreement, but because there was a hold on the process, 
people were so upset, so mad and so ugly that they could not have put it in 
there. They would have been out with shotguns if they had finally put it in, 
a it had a lot to do with the process and not with the real dangers of the 
thing. 


It would be going in my riding and you would not have to worry about it 
right now. 


Mr. Chairman: My shotgun is loaded, Mr. McGuigan. 

Carry on, Mr. Shrybman. 

Mr. Shrybman: Okay. To finish this very briefly, 1 make some points 
on page 43 that I think have already been touched upon. Let me deal with the 
last point I make under this heading, and that is about the Environmental 


Assessment Act and system planning. 


This is to suggest that the Environmental Assessment Act apply to system 
planning endeavours. But I have a concern here, and that is with the 
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competence of the Environmental Assessment Board actually to make 
determinations about energy plans and electrical system plans. It simply does 
not have the resources to carry out that mandate, and rather than equip it as 
well as the ministry and the Ontario Energy Board, I suggest that the OEB 
proceedings be consolidated with the Environmental Assessment Act proceedings 
so that when the OEB sits in judgement of an energy plan, it has the benefit 
of the participation of one of the members from the Environmental Assessment 
Board who understands in some detail the requirements of the act and can add 
that understanding to the Ontario Energy Board's deliberations. 


That is happening now, I understand, with respect to a liquefied natural 
gas project that is before the Ontario Energy Board, which has the benefit of 
the cross-appointment of a member of the Environmental Assessment Board to the 
panel that will be making the decision. That is my recommendation, which 
appears on page 46: that the Ontario Energy Board be added to the list of 
functions consolidated under the Consolidated Hearings Act and that the 
Environmental Assessment Act be adopted as the major methodological tool for 
Seep energy and electrical system planning options. 1 think that is 
essential. 


Arguably the act, by its wording, applies now, but nobody seems to be 
using it, at least not at the early stages of the planning process, where it 
would have a very useful role. 


The last part of my brief deals with energy and social justice. Hydro 
has given me the subtitle here, and that is ''Are There Really No Losers?" 


We represent poor people. We represent people who cannot afford a 
lawyer..1 am speaking on their behalf before you today,.ana in this part of 
the brief I simply try to highlight for you some of the impacts that are borne 
by people with fewer resources in this province that are not borne equally by 
people with more resources or by all of us. The burden is inequitably 
distributed. 


On page 47, I state that no one would disagree with the notion that the 
energy and electrical system should be both democratic and equitable. I also 
indicate that the existing system strays rather far from these ideals. In part 
1 I have dealt with a fundamental inequity of the existing system, and that is 
that all who have a stake in it do not have an adequate opportunity to 
participate in the decision-making process. We have discussed that at length; 
it needs no further conment. 


12: 30°p.m. 


Before I talk about the costs of the existing system, let me first note 
Ontario Hydro's no-loser test, which, as I understand it, simply posits that 
the costs of any option be equitably distributed. Hydro raises the notion with 
respect to a potential dysfunctional characteristic of a conservation measure. 
Some people will take up conservation measures. Ontario Hydro's revenue will 
decrease, as I understand the scenario. Costs will go up and be 
disproportionately borne by those who have not adopted or taken up the 
conservation opportunity. 


We think Hydro's concern is well founded. It is unfortunate, however, 
that Hydro has not expressed a similar concern in its demand and supply 
options study about the equity of other aspects of the current electrical 


system. I propose here to examine the manner in which the cost_of the present 
system are distributed and, in doing so, I will consider social and 


environmental as well as economic costs. 
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Turn to page 48. I am dealing with social and economic impacts here. I 
note on page 48 that over the last decade and a half, we have suffered from a 
dramatic escalation in energy prices. We are all aware of that. The spiral of 


increasing prices is abated for the moment, but a continuing dependence upon 
nonrenewable and ever-dwindling energy supplies means that it inevitably will 
soon continue its rapid ascent. 


The effect upon poor people in this province is immediate by way of rent 
and transportation cost increases and less direct by way of contribution to 
costs of all necessary comodities and by way of a negative impact upon the 
economic wellbeing of our society. 


There have been some studies carried out in the United States. I believe 
those studies would be as valid for Canada as they would be for the US. We 
have a colder climate; we must be spending at least as much on energy. Those 
studies reveal that there are lower-income people who are spending as much as 
21 per cent of their annual income on home energy needs, which is a percentage 
four times that spent by the average home owner. 


Everyone suggests to you that energy costs go up. Even at this level 
they are very high for people on limited incomes and with limited resources 
and represent a very significant proportion of the income they have to buy 
food with and pay for accomodation. The choice can be between being warm and 
being well fed, and it is, we believe, for many of the people who live in this 
province. 


Mr. McGuigan: Substitute the word "food'' for "energy" and you come 
up with even higher ratios because food is a component of energy. 


Mr. Shrybman: Our point here is that there are losers, and those 
suffering most are the ones with the fewest resources to begin with in terms 
of just being able to afford basic energy services at their present price. 


The second socioeconomic impact of the present system is its impact on 
Spending priorities. You have heard a great deal about Hydro's debt. You have 
more of an understanding of it than I do. It must have an impact on the 
availability of resources in this province to support social programs for poor 
people. The more debt we have related to capital expansion from Ontario Hydro 
the more difficult it is to find the resources for housing, education and 
other things that disproportionately benefit those in society who cannot 
otherwise acquire any of those services. 


The third impact, and this is an economic one, has to do with rates and 
the regressive characteristics of our existing rate structure. People have 
commented at length on the fact that the existing declining block rate 
structure actucally encourages consumption. What is also does is impose the 
highest cost for electricity upon those who consume the least electricity, and 


it actually requires of poor people in this province that they subsidize large 
energy users. 


I make the point on page 49 that an equitable rate structure, like an 
equitable tax system, should levy proportionately smaller charges against 
people with more modest resources. A regressive rate structure levies the same 
charge against everyone, regardless of income. A super regressive rate 


structure charges poor people the most for the same service and commodity. 
Hydro s rate structure is super regressive. 
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Mr. Ashe: What you are suggesting then is that Hydro rates should be 


a social program. That is effectively what you are saying whether you want to 
put it in those terms or not. 


Mr. Shrybman: I think I have a good answer. My reconmendation is 


that this be addressed by way of a tax rebate, and I come to that. This social 
policy is not Hydro's concern. 


Mr. Ashe: As you well know, it does not matter what the service is 
that a consumer gets--whether it is water service, sewer service, gas service, 
or a hydro service--there is a cost there because the pipe comes in or the 
line comes in or whatever, whether you turn on the tap or flush the toilet or 
turn on the lights. That is why the first block or the first cost appears the 
highest, because it is there whether you use the damn service or not. 


Mr. Sbhrybman: I will leave it to others to debate the wisdom of 
declining block rate structure; I am not persuaded the existing system is a 
reasonable one from any perspective, but I do know that-- 


Mr. Ashe: That is another issue; that is another issue beyond. What 
I am saying is-- 


Mr. Shrybman: 1 agree with you. 


Mr. Ashe: The way you put it the lower someone's income gets or the 
less hy uses, down to nothing, he should pay nothing or close to nothing. 1 am 
saying the service costs money whether you use it or not, so there is a 
built-in cost. 


Now the declining rate beyond that is debatable, 1 agree. 


Mr. Shrybman: I agree with you. The same principle applies, however, 
for the roads of this province. People with large incomes pay taxes that 
support the road system, people with no income do not pay taxes and do not 
support it; except through all of the other taxes that are levied in society. 


We have a progressive tax system. We should recognize the 
non-progressive aspects of our rate system and compensate for them in some 
fashion. It may be reasonable to have a declining block rate structure for the 
sake of argument, but we have to recognize that it does not distribute costs 
equitably in society and do something about that. 


The next category--really this should not be rates, I have already dealt 
with that. It is the unresponsiveness of energy programs to the needs of the 
poor. This is simply to say we have established energy programs like REAP and 
COSP and so on. The premise for all of them is that everybody has equal access 
to capital to take advantage of those programs, but of course they do not, so 
they simply remain unavailable to poor people who, for this reason as well, 
end up paying more for energy, in particular a poor tenant. 


As a result of the structure of rent control legislation in this 
province, the owner of a building can pass along the full amount of increased 
heating costs to tenants. If the owner improves the efficiency in operation of 
the building that capital investment is amortized over a number of years, the 
owner cannot recoup the investment very quickly. It is a built-in disincentive 
to the rent control process to actually put conservation into place for those 
people with the lowest incomes in this province--tenants. 
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Hydro's answer implies that we remove the programs altogether, because 
they may have this regressive effect. Our answer_is not_to remove them but to 
design them in a fashion that makes them available to all residents of Ontario. 


The last cost of the system I deal with is the environmental impacts of 
the system. You are all aware of the environmental impacts associated with 
acid rain and high-level waste disposal, but you are probably less aware of a 
lot of other impacts associated with Hydro's projects that I would argue are 
disproportionately borne by poor people in this province. 


Among them please consider hydroelectric development and the flooding of 
lands that attends that development. Most often the people impacted are people 


living in remote and rural areas, often native people. The dislocation that 
can result in their communities can profoundly disrupt traditional life styles 


and can totally disrupt and undermine the economic structure of local 
communities. 


The projects we are most familiar with have been developed in Quebec and 
Manitoba. Those impacts do occur in Ontario, however, on a smaller scale. A 
new round of supply expansion through hydroelectric facilities will have those 
impacts on relatively poor and isolated rural communities. 


In the matter of uranium mining, I am familiar with the situation of the 
Serpent River Indian reserve which has lost an indigenous resource of fishing 
because the Serpent River is now contaminated with radioactive isotopes and 
the fish are no longer fit for consumption. A large portion of their reserve 
is devastated by an acid plant that was used in connection with uranium mining 
activities at Elliot Lake. The band is desperately trying to find some way to 
rehabilitate a significant portion of its reserve. 


It is an unseen, an unknown cost of our electrical system that is borne 
by people who simply have not been able to defend themselves. 


12:40 p.m. 


Mr. Gordon: Has that river improved in quality since it was first 
discovered that it had that type of contamination? 


Mr. Shrybman: I do not know. I am sorry, I do not know what the 
record has been. 


Mr. Gordon: So you do not know whether it is worse or whether it has 
become-- 


Mr. Shrybman: I know it is unfit for-- 


Mr. Gordon: I read a report concerning that river about 19/7 or 
1978. Does it still give the Indian kids rashes when they swim in it? 


Mr. Shrybman: I do not know that. I know the community still cannot 
rely on it any longer for fish, because I think contamination is still coming 
from the remaining mine tailings. . 


Mr. Gordon: Are the tailings, which were part of the problem, still 
causing a problem for that river? Do you know? 


Mr. Sbhrybman: Yes, I would still consider-- 
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Mr. Gordon: Are they still causing a problem? 


Mr. Shrybman: Yes. 


Mr. Gordon: On what report do you base that statement? 


Mr. Shrybman: I base that statement on discussions with a lawyer 
whose name is Shin Imai, who has been retained by the community to address 
problems with the river and the abandoned acid plant and who has asked for our 
opinion. I have not seen any studies or reports. I am simply relying upon his 
representations to me over the phone. : 


I am more familiar with the acid plant aspect of the reserve's problems: 
I have seen those reports. 


Mr. Gordon: There have been recent news stories about the acid plant. 


Mr. Shrybman: Yes. 


Mr. Gordon: But I have not seen anything about the tailings to 


indicate they are creating a problem. I was just wondering if that is still 
the case. | 


Mr. Charlton: We had a presentation to the committee last October. 
Perhaps you could refer to Hansard. 


Mr. Sbrybman: I am sorry I cannot reply to-- 
Mr. Gordon: Perhaps you could refresh my memory. 


Mr. Charlton: I do not want to take the time of the committee right 
“now. 


Mr. Gordon: Can you refresh my memory--not here and now though? 


.Mr. Chairman: We need to proceed. 

a : 

Mr. Shrybman: Let me deal with one last matter. There are impacts 
associated with coal generation. I am just offering these for the sake of 
illustration. Those impacts are sulphur dioxide and lead, among other things. 
The lead is often overlooked. ie 


There have been studies, a number of them carried out in the United 
States, and one important study carried out here in Hamilton, Ontario, and one 
in Montreal, to show that lower income neighbourhoods in rural environments 
are disproportionately impacted by air pollution--such as sulphur pollution 
and lead pollution. 


Mr. Gordon: Do you mean they live close to the plant? 


Mr. Sbrybman: They live close to the plant. These are called 
isopleths, and with them you can actually map the plume of pollution that will 
emanate from a facility and see where it lands in a community and then map the 
socioeconomic strata of that community. Lo and behold you find that if you 
live at Bathurst and King, near Toronto Refiners and Smelters Ltd., the air is 
a lot worse than it is in Forest Hills. 
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So a correlation has been established rather scientifically between 


adverse air pollution impacts and poor people, and indeed cancer and poor 
people, and the whole thing is adding up to an equation that persuades us that 
poor people bear these costs disproportionately. 


Among the pollutants of concern are lead and sulphur dioxide. These are 
products of Ontario Hydro's smelting process. It is arguable they are borne 
disproportionately by poor of our society. 


The last point I make is that those most exposed to negative impacts are 
those least responsible for creating the problem. Studies in the United States 
show that middle-income people consume twice as much electricity and natural 
gas as do low-income people. 


In conclusion, let me state that various facets of the electrical system 
unfairly distribute the costs of the system and levy disproportionate charges 
against those least able to afford them. We invite Hydro to demonstrate the 
same concern for the very real and current inequities of the system that it 
has established and administers. It would unconscionable in our view to 
decline conservation initiatives because of the potential regressive effects 


they may have, while leaving in place an energy system that imposes far 
greater inequities. 


The solution, we believe, is apparent. It requires an approach to 
electrical system planning in design and implementation that has two things. 


.First, it iterates all the costs of the system and its alternatives; 
second, it establishes mitigative and compensatory devices to ensure an 
equitable distribution of those costs that cannot otherwise. be avoided. On, 
page 53 of our presentation, I make the recommendations that we put in place 
an energy tax credit that would phase some of this disproportionate burden, 
whatever rate structure we end up with; and that we design energy assistance 
programs in a way that will ensure full access by everybody in Ontario. 


Such programs should include, I would argue, direct grants and specific 
amendments to rent control legislation. 


Finally, all of the costs associated with facility construction and 
siting should be fully identified, as required by the Environmental Assessment 
Act, and rationally and equitably allocated. This will mean broadening the 
ambit of compensatory mechanisms, such as the Expropriation Act, to include 
costs hitherto unrecognized. 


I would like to thank all members of the committee for bearing with me 
for so long. Those are my remarks. If there are any questions, I would be 
happy to answer them. 

Mr. Chairman: Thank you, Mr. Shrybman. 


I have to comment on the attentiveness of the committee, for beyond 
three hours now. It is extraordinary. 


Ms. Grier: That perhaps speaks to the quality of the presentation. 
Mr. Chairman: Are there questions? Perhaps they have all been 
answered during the presentation. If there is none, we will thank you and call | 


for temporary adjournment while we move in camera. 


The committee continued in camera at 12:47 p.m. 
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The Committee met at 9:36 a.m.in committee 
LOOM sZ . 


Pies Chas ris rice Vela: you..come’ to: ‘order, 


please. 


Before we get into the business of today's 
schedule, I would just like to refer to one matter and 
that is simply this, that reference material that has 
been deposited with the staff of the Committee with a 
list of the individual documents has been tabled as : 
Exhibit No.71. And this documentation will be available 
to the public by appointment upon request through the 
Clerk of the Committee. Due. to the volume ofthe 
documentation the material will not be reproduced, as has 
been the case with other material and therefore, must be 
restricted to use within the clerk's office. 


Additional documents may be tabled with the 
Clerk at a later date. These documents will become 
Exhibit iNos .i71A, -By SC pap showevex number of them there 
are, as required and will be accessible in the same 
manner as all those exhibits that are numbered CE SRS Thank 
you very much. 


We are pleased, this morning, to have the 
Hydro panel back with us for their response to our 
hearings overuche wlast’lOidays © And TL would ask hal 
Snelson to begin, please. 


ONTARIO HYDRO 


Mr. Snelson: Good morning. My name is Ken 


Snerson, am in the System Planning Division, anc I 
think probably most of you are familiar with my face 
because I have been around here for most of the last 
three weeks. 


This presentation covers Ontario Hydro's 
response to the presentations of others. It deals 
primarily with the presentations of those who have 
appeared before you in the past three weeks. Tha pry 
minutes or so is not sufficient time to also respond to 
the written briefs that you have received. 


In the last three weeks this Committee has 
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heard a large volume of information from a number of 
people with a wide variety of views. The information 
presented has concentrated heavily on the demarfd options 
and on non-utility generation. However, the time 
available has hardly been sufficient to do justice to 
these options, let alone consider the major supply 
options in detail as well. 
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This response will concentrate on the issues 
that are relevant to the Demand/Supply Options Study; it 
will not address the the broader policy questions that 
have arisen in a number of presentations. 


The presentation is divided into three-parts. 
The first part will deal with some of the issues 
Surrounding planning in general and the integration of 
demand and supply planning. The second, and largest 
part, will deal with the demand side, while the thira 
part will deal with some of the supply side issues 
including independent or non-utility generation. 


The least cost planning approaches were 
discussed at length, particularly by Messrs. Linder, 
Jones, Miller, Wellinghoff and Markowitz, and the U.S. 
experience in this field is extensively reviewed. The 
goal of such frameworks is to: explicitly recognize 
uncertainties and risks; recognize the value of a 
diversified resource portfolio that includes a number of 
feasible options; formalize trade-offs in the planning 
process; evaluate all options on the same basis; create 
awareness of the broad societal perspective. 


The Michigan planning model was described and 
the Committee expressed interest in obtaining more 
details about it. The functions of the Nevada consumer's 
advocate office were also described and showed how one 
State chose a fairly detailed legislative direction to 
its utilities for planning. The Northwest Power Planning 
Council strategy was presented and the council's 
extensive regional planning authority was described. 


The committee was bombarded with flow charts describing 
each witness's view of a proper integrated planning 
process. Dr. John Robinson suggested that because 
Ontario Hydro's process does not follow his flow chart, 
it is not an antegrated approach.) “In our view ,ethere: are 
many ways to skin a cat. A process is integrated if it 
considers the relevent factors, including a comparison of 
demand and supply options on a common basis; Ontario 
Hydro's process is one of a number of possible integrated 
processes. 
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Mr. Don Robinson reviewed Ontario Hydro's Demand/Supply 
Options Study process and indicated some of its strengths 
and some areas where he thought it could be improved. 


I want to emphasize that Phase I of the 
Demand/Supply Options Study did not get into issues such 
as trade-offs, explicit considerations of risks and 
uncertainty, but this is within the scope of Phase II. 


Ontario Hydro agrees with the spirit of most 
of the suggestions, in that we believe in evaluating both 
demand and supply side options on the same basis, 
including as many of the relevant factors as possible. 


A number of witnesses cautioned against the 
automatic assumption that what works in one area of the 
U.S. will work in Ontario, or even in another area of the 
U.S. We agree that solutions must be appropriate for 
conditions here in Ontario. 


Load Forecasting: All of those who 
discussed demand side planning, including Hydro, agreed 
that end use modelling is required for effective 
evaluation of demand-side programs. It was also clear 
that we need more end use data. We agree and we are 
working to improve it. 


While many witnesses indicated that there is 
a definite trend towards end use modelling and 
forecasting, there was no agreement on whether end use 
modelling should be the primary load forecasting itoow, 
Dr. Robinson indicated that end use models should not be 
used for predictive forecasting. In his view they should 
be used to explore scenarios. The Joint ENGuUSt ry Task 
Force does not see end use modelling as an appropriate 
forecasting method. On the other hand, Mr. Cavanagh, Mr. 
Wellinghoff and others advocated exclusive use of end use 
load forecasts. 


Another issue is whether or not end use 
forecasting reduces uncertainty. 
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Here again there was disagreement. Mr. 
Cavanagh described how the "diverging jaws" of the high 
and low forecast narrow when end use efficiencies are 
incorporated, while Mr. Linder concluded that it is "not 
clear that end use models would have done any better in 
PSO Cee 


Dr. Robinson criticized predictive 
forecasting because it is unreliable. Despite Enis, ene 
starting point in his and Mr. Torrie's end use analysis 
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relies heavily on predicting the size and nature of the 
energy services market. Mr. Bruce MacOdrum clearly 
indicated that this first stage is fraught with 
uncertainty. The uncertain forecasts of economic 
activity, population and productivity will all be key 
determinants of how much industry will produce, how many 
new houses will be built and how many refrigerators will 
be sold. 


Ms Mackay-Lassonde indicated in Presentation 
4B that Ontario Hydro is acquiring new end use models 
from the Electric Power Research Institute that 
incorporate some elements of econometric forecasting into 
end use models. Ontario Hydro considers end use 
modelling to be an important part of demand planning and 
load forecasting. However, it cannot be the only tool; 
econometric forecasts will continue to be necessary as 
partofsthe forecasting process. 


Hidden Costs: Mr. Berkowitz discussed what 
he termed hidden costs or subsidies. We agree that the 
provincial guarantee of Ontario Hydro's debt is a benefit 
UGrOuUr customers: “This tS “a“particularly desirable 
benefit because there is no cost to the Province, as the 
Deputy Minister of Treasury and Economics testified last 
falD: 


To thevextent that the» Provincial guarantee 
LOWELSVOntariosnyvaro"St cost Of Capital, val becansakal 
intensive options are favoured, as Mr. Berkowitz agreed 
in answer to Dr. Moore's question. The options that are 
most -Pavoured due ‘to a lower cost of capital are 
conservarron, Shydraultceancdsunuclesr in that order. 


Mr. Berkowitz's analysis of research 
expenditures is of little value because the research 
costsivarernot related’ to the potential toxcontributeste 
future energy needs. 


A more detailed analysis is attached to this 
presentation as Appendix A. 


Public Consultation: AS you know, Ontario 
Hydro has been involved in public consultation processes 
and will conduct more public consultation before the 
Demand/Supply Options Study is completed. 


Mr. Shrybman discussed at length the need for 
publiesperticipationtan electricity planning: able, was 
invited to and did participate in our public consultation 
program although he did express some concerns about the 
natunesoprthe processes 


A number of witnesses discussed other 
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consultation processes. Mr. Linder described a very 
formal consultation process in Michigan where the 
regulators and other interested parties are represented 
on working groups that direct the studies. Mr. — 
Wellinghoff, the Nevada consumer advocate, described a 
very informal process of consulting the public. Mr. 
Markowitz indicated that what he considers important is 
that the public should be consulted before a decision is 
made to spend money. 


Ontario Hydro's process includes consultation 
not only before a decision has been made to spend money, 
but also before a specific proposal has been made. 


I would now like. to turn te issues that have 
been raised in demand side planning. I think all - 
witnesses, including Ontario Hydro, agree that Saving 
energy is better than wasting it; there are opportunities 
for economically achieving greater efficiency that should 
be pursued; and these opportunities can reduce the need ~ 
for new generating capacity. 
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Another advantage that has been mentioned by 
many witnesses is the improved flexibility of demand 
options. Mr. Cavanagh and others have mentioned that 
"the conservation options can be added in small packages, 
not indivisible 500 MW or 1000 MW units" and that the 
lead times are in "months or in years". We believe that 
demand options have different flexibility problems from 
Magoresupp ly options. 


Other witnesses have talked about the sources 
of inflexibility that apply to demand planning, for 
example, the need for lengthy market research and paslou 
programs (T. Davis); the need to build a large 
organization to implement demand programs - Dr. Rosenfeld 
indicated 2,500 people in Pacific Gas and Eléctric; Mr. 
Tamblyn talked about a 10-year plan for commercial 
conservation. Mr. Hickok of the Bonneville Power 
Authority indicated that they are maintaining a $125 
million per year program employing 700 people in BPA plus 
Many,othersein order to. keep. phe anfrastructune fia p hace 
Lee PMS OtaSUrp bus. 


The conclusion of Dr. Rosenfeld and others is 
that 1f the surplus ts expected to last to 1995,enow xcs 
NOt Loo SOOnW5O, Start a hiss. tne. same. concliiss on 
stated. by Nr. McConnell inubresentationess 


A logical place to start examining demand 
management is to consider how much theoretical potential 
Lhere.~1Saror. conservation. —-4 could, we theoretical ly 
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achieve the same level of energy service with less 
electricity and with ‘leéss<cost to” society. “Dr; “Rosenteld 
addressed this issue to California - and by implication 
for Ontario - indicating that the potential savings were 
very large, possibly large enough to eliminate growth in 
demand. This was illustrated by examples of household 
appliances and residential and commercial heating, 
lighting and air conditioning - areas with which he is 
familiar. 


Dr. Robinson's load scenario for the year 
2000 also showed the theoretical conservation potential 
to be large. 


However, the practical issue that must be 
addressed is how much conservation can be induced within 
the structure of our society and reasonable changes to 
it, given that several million individual customers make _ 
the ultimate decisions about how much efecericrcy writ. oe 
used. “Drs 4 Rosenfeld “and “Robinson gave little guidance 
on this issue. Dr. Rosenfeld started his presentation by 
pointing out that he is not an expert in marketing while 
Dr. Robinson took pains to point out that his scenario 
was not a forecast of what is likely to happen, but 
rather a possible future. 


Although we agree that the theoretical 
potential is large, the important issue is how much of 
the theoretical potential can be achieved in practice and 
how quickly. 


One practical issue that was discussed is 
whether there ,is sufficient date to do adequate demand 
planning. Mr. Cavanagh, ,on the first day, implied that 
plenty of data is available in California and the Pacific 
Northwest, and that it can be readily transferred to 
Ontario. Mr. Hickok also thought that data in the 
residential and commercial sectors could be transferred. 
Other witnesses have stressed the deficiencies in data 
required to do good demand planning. 


Mr. Davis indicated that most utilities do 
not have much data on end use. Ontario Hydro indicated 
that the requirements go beyond the data required for end 
use load modelling - for example, for electrically heated 
houses you do not just need to know how much Sleccrici ey 
is used for heating, you need to know how many houses 
have insulation in the attic and whether there is room 
for more. 


The Tamblyns indicated that Ontario Hydro 
needs more data on the conservation potential in 
commercial buildings. Ontario Hydro agrees” — the 
commercial conservation potential in Presentation 5D is 
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based on studies we commissioned Mr. Tamblyn's company to 
do and they are presently working with us to refine those 
estimates. od 


Oooo 


Mr. Jones suggested that the industrial 
market is frequently overlooked and although?it is«more 
than one-third of electricity demand it has not been 
discussed extensively in this hearing. Mr. Figuieredo 
gave a brief overview showing a large theoretical 
conservation potential. However, Mr. Hickok indicated 
that reliable data on the industrial conservation 
potential is difficult to obtain because each industry, 
and often each plant within an industry, is different. 
The Ontario Joint Industry Task Force, which includes the 
large electrical customers, indicated that the biggest 
efforts in conservation took place in the 1970s when 
energy prices were rising rapidly and that the remaining . 
potential will be expensive to harvest. Ontario Hydro 
considers that more information is required and has 
commissioned a number of studies of industrial 
conservation potential as outlined in Presentation 5D. 


Mr. Davis and Mr. Jones mentioned several 
times the need for more market research on customer 
acceptance of demand management programs, and the need 
for careful monitoring and tracking of their 
errectivenecss ... Mr... siickok sala that mosteutwieites.de 
not know a doggone thing about how effective their 
conservation programs are. The Hood River study has been 
instituted by the Bonneville Power Authority to answer 
some of these questions. Hood River is a thorough study 
of the effects of a residential conservation program that 
is 100% funded by the utility and accompanied’ by an 
intensive promotional campaign — at is interesting to 
DOLe Chat LA iSeapproacheis WOtachcap: sais, Cavanagh 
explained that they are spending $4,100 U.S. on each 
house... li vousapp lied, that. to, Ontario.to every house 
you would get to close to $15 billion. Ontario Hydro 
appreciates the willingness of the Bonneville Power 
Authority in the Northwest Power Planning Council to 
Share the results of their programs with us throughout 
the Demand/Supply Options study. We are also plannineito 
undertake market demonstration for conservation here in 
Ontario - a direction that was advocated by Mr. Duncan 
Allan. the Deputy Minister;of- Energy. 


Ontario Hydro recognizes that we need more 
data for demand planning and we have set in motion the 
ACEI VIDE S Tle CessatvelO aCGuine aie 


Barriers to Energy Efficiency: The primary 
mechanism for conservation is that customers save energy 
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Co reduce’ therr electricity mii). *"in-the Wcurrene jargon 
thise 1s called “natural conservation’) Ontarte HydrS 
does include natural conservation in its load Lrorecast™ 
Large improvements have been made in efficiency in the 
past (Presentation 5C); “and the Joint Industry Task> Force 
believes that most cost effective conservation measures 
in industry have been taken. However, there has been 
widespread evidence from Ontario Hydro and others that 
frequently the price incentive is not enough because of 
what are generally know as "barriers". Barriers could 
take’ many forms. Mr. Marriage provided a tist an 
Presentation 5A and Dr. Brooks in discussing more 
efficient commercial lighting gave a list of “Factors 
affecting market penetration" - another name for 
barriers. : 

Yesterday, this Committee asked us if there 
were implementation problems with any Cpe fortes 
implementation problems is quite a good description of ; 
barriers. I am including as Appendix B to this response 
an Ontario Hydro document which gives a listing of 
barriers and various strategies to overcome them. I have 
only time now to discuss one or two of the barriers and 
strategies. 


One barrier’ 1s that ‘customers may not have 
enough information to be aware of the economics of energy 
Saving options that they could implement. This barrier 
can be overcome by information and advertising programs. 
The representatives of the natural gas industry said that 
information programs were enough to encourage the 
conservation of gas. Most witnesses, by implication at 
least, supported promotional programs to encourage 
conservation. 
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However, you will remember that Ontario Hydro 
in Presentation 5E has asked you to consider whether we 
should also be encouraging increases in demand where it 
leads to increased provincial prosperity. We feel that 
this is an important issue for you to address although 
not many of the witnesses addressed it. Mr. Hickok and 
Mr. Davis both indicated that there are circumstances 
where it is right to improve new efficient loads and 
promote conservation simultaneously, but that it is not 
easy. Mr. Tamblyn said that Hydro-Quebec's market 
research program, which he praised, was geared to off-oil 
conversions. 


Another factor in this “diserssron re scat 
doing things efficiently may not mean less Gl eecrrvel ty 
use = T''refer you to the ‘definitauon of resource 
conservation in Presentation 5A. Mr. Duncan Allan 
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indicated that a projection of the future where there was 
no growth in energy demand showed increased SN NET eh os ied: Weta i 
use. Mrs. “Ralph Torrie indicated that eleerricrrey would 
increase its market share of the heating market in energy 
efficient houses. It is not always possible to separate 
conservation from promoting efficient use. 


Traditionally, Ontario Hydro"s marketing 
programs are aimed at both increased electricity use and 
conservation. For instance, many programs in the 
industry and commercial sectors are directed towards 
applications where electricity is more efficient, 
produces a better product and lowers production costs - 
but may increase electricity use. One residential 
program promotes supplementary heating which is 
frequently the customer's least cost solution to that 
kind of heating problem. Other programs such as the 
Residential Energy Audit Program assist Customers in 
making more efficient use of elecericery . 


I can give you a number of leaflets 
describing the type of energy efficient options that are 
available-- and there are some copies here if the clerk 
wants to distribute them--the type of energy efficient 
options that are available and are being promoted by 
Ontario Hydro. This example is a couple of new office 
towers in Etobicoke, just west of Highway 427. Compared 
tO Office Dusldings buvit an the 1070s, ithese buildings 
use about one-half the energy per square foot. Part of 
this efficiency improvement is achieved through the use 
of electric heat pump technology, which allows heat to be 
moved from parts of the building that have too much heat, 
for example, the sunny side, to other Barts, Such as the 
shady side, which need more heat. 


Should promotion include both new efficient 
uses and increased efficiency in existing uses if they 
both contribute to customer satisfaction and provincial 
prosperity? This is a question on which we:-would like 
your views. 


Other barriers incinde anstuturiona ! 
arrangements. These barriers often occur for leased 
apartments and commercial buildings. Mr. Tamblyn said 
that "energy 1s “lese than -1% of a buitding manager's © 
concern. Dr. Brooks indicated that the split incentive 
between owner, manager and tenant might be overcome by 
new lease arrangements. 


We have some experience in this area which 
may be of interest. Individual metéring has been 
proposed as an energy saving measure in residential 
apartments. This was studied by a joint task force in 
Tynan Gic= Lepore clearly showed the potential savings’. 
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This report was tabled in the Legislature by the then 
Minister of Energy. However, there were substantial 
objections because of unpredictable heat gains and 
administrative difficulties. You may wonder what I mean 
by unpredictable heat gains, but I can give you a 
personal example. 


Sseventeeny yearsrago,, Ehe first winter that I 
was in Canda, myself and my family lived in a townhouse, 
a rental townhouse, with individual electric heat but it 
was not metered individually. We spent the whole winter 
with our thermostat turned off because we were quite 
happy at 60 degrees, with our sweaters on and our 
slippers, and there was enough heat that came through 
from our neighbours to keep us warm enough. 
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Mr. Ashe: You can also tell where you came 
From. 


Mr. spelson: cs. implement ation sof individual 
métering was left to the discretion of the municipal 
utilities and apartment owners. Subsequent studies has 
Shown that it may, in fact, be more efficient to have 
bulk metering with a comprehensive management system such 
as in the Etobicoke office towers. In this area, to be 
successful, it. ais necessary to work: closely with all the 
part aetpants including developers, building owners and 
tenants; there may be other significant factors besides 
energy efficiency which have have to be taken into 
accounts. 


Another type of barrier discussed by many 
witnesses is that customers often have a shorter time 
horizon in financial decision-making than the oe Bed as a a 
they do not implement options if the paypack is longer 
than 3-5 years while the utility may accept a much longer 
payback. One of the proposed solutions to this is 
utility incentive programs offering grants or low 
interest loans. <A lange: part cof athe strategic 
conservation potential discussed by Rick Fleming in 
Presentation 5D was based on the expected response to 
incentives that Ontario Hydro could offer. The most 
Significant issue surrounding the size of incentives that 
can be offered and the expected conservation that will be 
achieved is whether or not the equity issue is seen as 
being important; should incentives be restricted so that 
participants are not subsidized by non- participants. The 
Committee heard many views on this issue. 


Dr. Rosenfeld and Mr. Cavanagh thought that 
this test should not be applied because it was equitable 
if all customers could particpate; Mr. Cavanagh described 
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the "no losers test" as a "hardly any winners test". Mr. 
Hickok of the Bonneville Power Authority said that with 
their programs non-participants would not have -higher 


costs - which implies that their incentives are 


consistent with! ai"nosloser test™) (Dr. bpurréell discussed 
at length what he called "Ontario HydrOV sel ack-of 
economic incentive". The issue he was talking about is 


really the "no loser's test" because any increase in 
costs to Ontario Hydro is really an increase in costs to 
all customers. Todd Davis indicated that a number of 
U.S. conservation programs have led to increased rates 
due to lack of cost/benefit analysis. He raised another 
interesting point which was also discussed by Mr. Peter 
Miller. Incentive program participants tend to be 
"upscale', high income, because they have more energy 
uses to upgrade and can afford their share of costs. 
This leads to an unwanted Subsidy from the less affluent, 
who cannot afford to participate, to the more affluent 
who can. Mr. Tamblyn also raised this issue when he 
asked whether it would be acceptable if Ontario Hydro 
were seen to be giving an incentive of $100,000 to 
Olympia and York to upgrade one of their buildings - he 
thought it would be. 


However, on this issue the last comment I 
want to quote is from Mr. Jones. In answer to Mrs. 
Grier's question "From whose point of view should such 
analysis be done?" he replied "As an economst, I think 
it ought to be done from SOCLELY SSpoint’ ofUview. 
Politicians do not always agree with economists. You may 
find a situation in which people who participate ina 
demand side program find that their bills go down, and 
you may have a screaming minority whose bills go-upes 


As you know, Ontario Hydro has not taken a 
position on the equity issue but is asking the Committee 
fompitssanputs 


Peter Miller indicated another problem with 
incentive programs; they may have the side effect of 
increasing electricity's market share. "Incentives for 
appliances in which different fuel Suppliers compete 
could have the further unintended effect of influencing 
fuel. choice... This problem. has. been. a major concern for 
the Northwest Power Planning Council which has proposed 
rebates for insultation in buildings that will be 
electrically heated". 
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Put more simply, if Ontario Hydro subsidizes 
increased insulation in electrically heated buildings 
most new buildings may be electrically, instead of gas 
heated. The representatives of the natural gas industry 
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indicated that to prevent this it is necessary to "also 
consider other fuels in the equation". 

Peter#Midler andicated tthabwytrheltsoluts onttra 
this problem and a number of other problems is mandatory 
efficiency standards, a subject raised throughout the 
hearings. 


Many witnesses have advocated mandatory 
Standards for appliances and residential and commercial 
buildings. This has been an effective approach in the 
past (for instance the Cascade 40 water heater discussed 
byuMn .yPalmerqine?e re sentat toncoChandyitocansalsorbétian 
effective stool winesthe future: “ehprenduct Gpeto this 
presentation, includes. a discussion of ’the current®> status 
of standards in Ontario and some of the opportunities for 
they future. 


The evidence that you heard about the 
effectiveness of standards was somewhat contradictory. 
Mr. Miller thought standards were more effective than 
either incentives or information programs. Dr. Rosenfeld 
outlined some of the efficiency improvements that are 
being achieved by standards in California. However, even 
those witnesses in favour of standards pointed out some 
of) thespitial lst 


Dr. Rosenfeld pointed out that many new 
buildings turn out to be less efficient than the 
Standard. Mr. Tamblyn indicated some of the problems of 
training building managers to operate energy management 
Systems. We can agree with Mr. Cavanagh that we do not 
need 'thermostat police' but maybe we do need ‘standards 
poiacer 


Mr. Miller said that there had been strong 
objections by manufacturers to appliance standards in 
California. Dr. Rosenfeld used refigerators as an 
example to explain that these objectives had been 
overcome by applying standards in stages over about 15 or 
20 years so that each stage at least 85% of available 
refigerators would meet the standard. Given their 20 
year useful life, this approach can take 30-40 years to 
bestfulilyaeifective: 


Mr. Cavanagh mentioned the difficulties when 
building standards were changed in the Pacific Northwest 
with no recompense to builders for the increased costs of 
meeting the standards. He said "Understandably, the 
builders went berserk". In this case, the solution was 
utility financed incentives. 


Mrs yHuckokpitolds yous thatwthey-icansa kso 
encourage local jurisdictions to introduce standards by 
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imposing a surcharge of local utilities that have not met 
the regional standards by 1989. He added that ~raasand a 
Surcharge will be something akin to a nuclear exptosion’™. 


One question this committee may want to 
address is, how far do we want to gO in enforcing 
standards and rules for energy uses? Do we want a 
Situation such as Dr. Rosenfeld described in California 
where you cannot have electric heat unless you can 
convince the authorities that it is the lowest cost 
option. You will recall mr. Niitenberg's story about his 
family appearing “in front of the commissar" to explain 
why they needed electricity. 


In calculating the effects of standards and 
other government policy initiatives, it should not be 
assumed that all savings are reductions from the forecast 
load. The forecasting process tends to Project yinto athe: 
future the continuation of past trends, including past | 
trends in government policy. It may be that some new 
government initiatives are required to bring about the 
improvementsd in efficiency that we have shown as 
occuring naturally. Dr. Brooks indicated the 
difficulties in preventing the cancellation of the 
Energuide labelling program. At the very least, 
government programs as this will need to be continued if 
the forecast natural conservation is to Sceuxr, 


Despite the difficulties, Ontario BYVAGEO#i Simin 
favour of the most efficient standards that are cost 
effective for our customers and acceptable to the 
manufacturers, builders and other interested parties. 


I am now going to very briefly discuss some 
of the evidence that you heard on Supply issues. 


Although it only accounts for 5% of current 
electricity supply, independent generation was the most 
extensively discussed supply option. 


PONS 


Mike Dupuis, the owner of the Galetta power 
station, symbolized the entrepreneurial Spirit and 
success in developing small hydro sites in Ontario. He 
also expressed the frustrations and difficulties met in 
this business. 


Gordon Graham of Rose Technologies emphasized 
that food projects have to be fundamentally sound, 
economically and technically. Mr. Dixon, in addition to 
describing the benefits of cogeneration, also pointed to 
the concern for continued supply to the Onis te Mor 
example, a cogenerator goes out of business. They 
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indicated that the factors that lead to success in 
cogeneration are painstaking design and study, tender 
loving care and special economic circumstances: 


The Joint Industry Task Force agreed that the 
potential for cogeneration is close to Ontario Hydro's 
estimates. 


The representatives of the natural gas 
industry saw gas-fired cogeneration as a worthwhile 
option. Mr. Dixon also indicated that, apart from some 
waste fuels, most cogeneration would burn natural gas. 
He also showed the sensitivity of the economics of 
cogeneration to the relative gas and electricity prices. 


A number of witnesses saw merits in longer 
term contracts“with ‘Hydro to purchase “their GLOCE VICI TY . 
Standardized agreements were also seen as favourable to 
small producers. : 


Mr. Duncan Allan saw benefits in small power 
production relating to diversity, increasing 
producitivity and competition in Ontario industry and 
reducing transmission. needs - 


Mr. David Argue concentrated on examining 
Hydro's purchase rates and wants to see a methodology 
developed and then reviewed periodically by an 
independent body. While Mr. Argue believes that the 
purchase rate should be raised, Mr. Rubin explained the 
‘“MAPESS, NESt Yaor, poten. a! jorob lens.) t..tne purchase rate 
is set “above the selling rate. His Solution, .of -counse, 
is, .to@xarse “ootn: 


As the Ministry of Energy indicated, policies 
and purchase rates for independent generation are under 
review. The governing principle of Ontario Hyaro.'s 
current policy is: that, Ontario Hydro will Support 
parallel or independent generation by: providing 
technical information on feasibility and economics LOG 
potential generation projects in Ontario; purchasing 
electricity from parallel generators, or; wheeling 
electricity from such sources to another service location 
owned by the parallel generator. 


AS “YOuuWiLDl. Decal. .OntarlOouhyoro.) een 
Presentation 6F, asked you to consider whether a premium 
Should be paid for small alternative generation 
technologies. 


Another issue that was discussed was the 
tength of ‘time to obtain approval for a large central 
thermal station which is estimated to be five to eight 
years. A number of witnesses, such asd Mr. Cavanagh, 
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observed that this increases the risks and COSES =ot 
commitment to such plants. On the Othem hand, The. Joint 
Industry Task Force questioned why approvals should take 
So long? As an example, they mentioned that approvals 
for a nuclear plant in New Brunswick were obtained in 
only two years, and construction could take only give 
years. Mr. Wellinghoff confirmed such estimates stating 
that it takes only seven years to plan, obtain approvals 
for and build a major thermal power station in Nevada. 


The Minister of Energy found it ‘hard to 
believe' that transmission in southwestern Ontario has 
taken so long as it has and it not yet approved. He was 
alarmed at the $200 million to $400 million in costs 
associated with the delay. 

Mr. Hemmingway explained the Northwest Power 
Planning Council's optioning process whereby the 
effective lead time is shortened by obtaining the 
approvals based on the high load growth scenario and 
Shelving the approval until it is necessary to commit 
construction: 


Long lead time is a major implementation 
problem for major supply options. 


Ontario Hydro is keenly aware of the value of 
shortening lead times. We have been Studying, thas 
subject for some time and are asking this Committee for 
its views on how to modify the approval process to 
achieve greater flexibility. 


iIn-the interest of time, I°will- leave the 
notes -on “Coal-and-Nuctear Purchases, and that Bal ees alge 
concludes my comments. I hope these comments will be 
useful to you in preparing your Teport: . 


Mr. Chairman: Thank you, Mr. onelson, 
EO2Z6 


I think perhaps we will carry Mr. Marriage. 


Mr. Marriage: Although I was here a couple 


of weeks ago making some presentations, I thought, ror 
some of the new people that might be here, I would 
introduce myself first. My name is Arthur Marriage. JT 
am the Manager of the Bulk Electricity System, Resources 
Planning Department in the System PlenvingweDivision, and 
I will be making the presentation on DerFington 


We made detailed presentations to the this 
Committee in the Fall of 1985. In those presentations we 
presented evidence supporting completion of all four 
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Darlington units on schedule, by demonstrating: 


1. , That, it was, economic to. complete 
Darlington on schedule over a wide range of load 
forecasts. 


2... Completing. Darlington. on: schedule icy:ean 
important part of the program to meet future acid gas 
emission reduction targets; and 


3. The completion of Darlington makes a 
Significant contribution to maintaining low electricity 
rates in this province. 


The analysis presented considered the cost 
impacts of cancelling all. four ‘units, cancelling units 
three and four and delaying units three and four. And, 
as I have just noted, we also examine the Darlington's 
contribution to reducing acid gas emissions and the : 
impacts of cancelling Darlington on the electricity rates 
you and the rest of us would have to pay. 


I do not plan on reviewing our presentations 
from last Fall today, since that is already on the 
record. However, before proceeding with some additional 
information and analysis since that time, I would like to 
highlight, with one overhead, the bottom line we 
presented last} fall on athe question of canegéelLingsor 
delaying Darlington units three and four. 


in our review of Darlington: last» Falljowe 
presented the costs associated with cancelling or 
delaying units three and four, as part, and a very 
important part, «of coun srationa Le «for completing all four 
Darlington units on schedule. And the costs are 
Summarized in this overhead. 


1. Completion of units one and two and the 
cancellation of units three and four would require 
spending 83% “of “the ‘total ‘cost “if iwe completed the entire 
plant, while only giving us half the output: 


2. The cancellation of units three and four 
and the consequent activities required to meet the load, 
assuming fossil generation was employed, in addition to 
the demand management, hydraulic generation and 
independent generation options, would incur costs ranging 
from 51 billion in 1985 present value, all the costs 
brought back.to today, up to.over -$3 -baidds.on-oven jarwide 
Spectrum of load nowt h.. 
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3. A one year delay of units three and four 
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was estimated to cost our customers $210 million in, 
again, 1985 present value made up of both the project 
costs and the field costs. Se nike 


This analysis was provided to the members of 
this Committee in the form of a System Planning report 
number 649SP dated September, 1985, and entitled "Review 
StSDaritineton 


Now, moving on. Since our analysis and our 
presentations last Fall, a number of things have 
happened. In light of the Committee's recommendation on 
Darlington “and changes to other key factors, we have 
taken certain actions and carried out further analysis 
regarding the Darlington project. 

The rest of this presentation will provide 
you with some Supplementary information on the following 
topics 


Ontario Hyaro's response to 
Recommendation No. 3, on Darlington, in this Committee's 
report on the 1985 Fall Hearing; 


2. Hydro's recent load forecast and its 
actual experience; and 


5. “the impacts of the New acid gas emission 
regulation established in December, 1985. 


The™fairst thing I would’ like to do 1 Sato 
discuss Hydro's response to this Committee's 
Recommendation No. 3 which stated: 


"No further significant contracts fOr ets 
three and four should’ be let for materials not required 
for construction during the next six months while the 
committee studies demand and Supply options." 


This report was submitted to the government 
by the Committee in December, "1985, 


Ontario Hydro immediately initiated action on 
the recommendation and we are pleased to report that we 
were able to meet the spirit of the recommendation 
without any major change in costs. 


Contract commitments were reduced, to the 
extent practical, to minimize additional commitments to 
units three and four from the period January 1, 1986 to 
July 24°9 986% 


In our presentations last Fall, we used a 
load forecast prepared in 1984. However, while we were 
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talking to you we were also working out a new forecast, 
which was approved by our Board of Directors in December, 
1985. The new load forecast, reached after reviewing all 
of the factors involved;sis»essentially the same as the 
previous forecast... Therefore, our.analysise last Fall and 
the conclusions .reachéd are still appropriate ‘today: 


As you will recall, the load growth was low 
during the recession in 1980-82. However, even as the 
hearings were concluding and the report was being 
produced, your report last Fall, we were experiencing the 
third successive year of strong growth in the electrical 
demand WInts three years of growth of rough! yobs .00d 
KWH, 1S €quivaléent (to 60% lot the total Darlington output 
of all four units. In fact, we have not had as much 
growth in electrical energy demand in any three-year 
period as we have had over the last three years. 


In the Fall of last year, we presented 
evidence ‘tosyou indicating: that complLeting,all «four 
Darlington units on schedule was important to meeting the 
acid gas emission requirements. In essence, Darlington 
deferred expensive scrubber until 1996. 
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Since then, new regulations have come in to 
effect, which reduced the emission limit from 300,000 
metric tonnes to 215,006 tonnes in 1994 and beyond. 
These new requirements make the completion of all four 
Darlington units more vital. Even with all four units at 
Darlington completed on schedule, this new regulation 
will require advancing scrubbers for some other form of 
emission controlyfacilatiessfrom: 1996eh014094- 


TNeVsludtesweare Still sinrprogressste 
determine the most cost-effective way of meeting the new 
requirements. Assuming Darlington three and four are 
completed on schedule, the extra costs of this new 
requirement is estimated to be approximately $1 billion 
again in 1985 present value based on the same analysis 
used in the Darlington review last Fall. 


it 2S worth: nobang thatthe cance lhatdon..ef 
Darlington three and four could increase the acid gas 
emissions by about 150,000 tonnes, and that is roughly 
LOtootathe total lear in 1994. 


Without units three and four, the extra cost 
of meeting your requirements has been estimated to be $1 
billion more in, again, 1985. These costs not only 
include the advancement of the SOLUDDEYSS) whitch. 
mentioned to you earlier, but a number of other actions 
that would likely be required in terms of purchasing, 
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more expensive low sulphur coal, a curtailment of Sulphur 
exports and possibly burning gas and low sulphur oil. 

In conclusion, we believe the evidence 
presented last Fall, strongly supports the completion of 
allsfoursDarlington units onschedule!” °And@ the 
additional evidence we have just presented; “especially 
pheomere st Lingentacia’ gas*iimitss strengthens this 
position. 


And I would like to thank you. 


Mr. Chairman: Thank you, Mr. Marriage. 


We will carry on. Mr. McConnell. 


Mr McConnell: © Good morning;"Wadies ‘and 
gentlemen. This presentation is a review of the 
Demand/Supply Options Study. ; 


My review is organized into five parts: 


Part 1 - Why Ontario Hydro is Proud of its 
Past Performance 


Pane t2\=""Shaping che Future 
Rast eDemand (Options 
Partems Supply Options 
Part: S = Closing Remarks 


Dealing first with Part 1, Why Ontario Hydro 
is Proud of its Past Performance. 
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Who are the beneficiaries of the electrical 
service which Ontario Hydro provides? In our 
presentation to you, we have reviewed our goal, our 
mission and our values as an essential public service. 
Ontario Hydro seeks to maximize benefits; first to its 
customers, individually and collectively, and second, to 
ChemOntariesCommunit yvastagwnole: 


In planning, the criteria we use to evaluate 
the options focus on maximizing the benefits and 
minimizing the dis-benefits: 


Our key objective is to provide our customers 
with reliable power at the lowest cost. Community 
benefits include the jobs and prosperity created by 
electrotechnology. We believe the improvement of end-use 
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efficiency will benefit both our customers and the 
community as a whole. 


Let us talk about our cost track record. We, 
inwOntarioaHydro,.areé.proud;of.eur tracks records réegardang 
the cost of electrical services and we have reason to be 
proud: ipbatexrms,ofs,constantedotlars;scouniorandiathers, 
our fathers and we, have steadily reduced the cost of our 
electrical service vover neariy a century: fromdS067to 
1986.7 Jtwise our i nrentionyt ot continuet this tradition. 


Ontarians use many forms of energy - oil, 
natural. gas,;melectricitywrand: others. —obutonly 
electricity allows us to use our main indigenous primary 
energy resources. 32% came from renewable Ontario 
hydro-electric resourcesyiin D985, and 42% ofrour;-<- 
electricity came from. uranium resources#imi1985. Ontario 
has abundant uranium. 


Next , ,lookingwat (Canadian «cost... = Canadians 
can) besproud, ofp the. dowpecost..ofselectricitve thateads 
produced from hydro, coal»sand: uranium:. «You. see-onsthis 
Slide all of the provinces in Canada and the position of 
Ontario here. 


Ontar1o > Relative itodthe Worlds The cost of 
electricity in Ontario and Canada is very low compared 
withetheerest ofithedworddsy OurgneighbourmethesU.So4., 
which has a reputation for its creativity, has costs 
which are generally more than double the costs in 
Ontario. Typically, our nuclear produced electricity 
costsitess thanjials, thane net he. Uns. At 


What about our demand management track 
record. We are proud of our grandfathers who.established 
the Ontario Hydro Research Laboratory and developed the 
mostrefficienti.and most»sdurableslight bnuibeini ther worida 
ne el es eae. 


We are proud of our fathers who developed the 
efficient hot water heaters ainmi934:. 


We are proud of our own achievements - the 
development of efficient electrically heated house, the 
development of electrical appliance standards for the 
energuide program, and the development of northern 
climate heat pumps. 


We are proud of the development of peak 
shaving through interruptible incentives. 


We are proud of the implementation of 
electrical peak shifting .givaingvOntarioxsHydroconetofathe 
highesty.load,factors instheewonld, 
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We shall apply the lessons learned in the 
past to the shaping of the future. ads 

Now moving on to Part 2, Shaping the Future. 
The purpose of the Demand/Supply Options SCuay, Ts to 
Shape the electrical future of Ontario. To do this, we 
are examining the Demand Options as well as the Supply 
Options. 


In planning the future, we must know and 
respect the values of the Ontario community we serve. 


We have made presentations to you to indicate 
how we are seeking public input during the Demand/Supply 
Options Study. We have also indicated to you that we 
will be seeking further public input after we have 
developed our preliminary recommendations at the end of 
this year. 
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We have ‘told you that Ontario Hydro uses an 
Integrated Planning Process. For example, the 
implementation of a demand options is interactive with 
all of the other parts of our planning process and would 
have a very and would cause a change to transmission 
options, the reserve that would require to meet 
reliability requirements, to supplied options, and, 
indeed, we would adjust our forecast for our CVCCErICLey 
needs. 


In our presentations to you, we have 
discussed some fundamental planning concepts. 


You have heard witnesses before this 
Committee say that good planning requires bandwidth 
forecasts, risk analysis and total least-cost principles. 
In fact, Ontario Hydro has been using these planning 
tools for many years. an 


We have also presented to you the different 
kinds of plans we produce, both short term and long term. 


On the subject of approvals, our recommended 
plans undergo extensive internal and external reviews 
before approval. Within Ontario Hydro plans are reviewed 
by senior staff, by our Executive Office, by the 
Technical Advisory Committee of the Board of DErecrons 
by the Social Responsibility Committee of our Board of 
Directors and by our full Board of Directors. 

Externally, plans conform to government policy, all major 
projects are subject to the Environmental Assessment Act 
and if approved, require an Order-in-Council from the 
Cabinet to proceed. 
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The Demand/Supply Options Study - What is it? 
the end product: of thes study wists arbasic strategy to guide 
the future development and selection of demand options 
and supply options to meet Ontario's electricity needs. 
Accordingly it is said to be a "Resource Development 
Strategy’)... olf Swnotwavdetatbed splanrthateindicates 
what, where and when specific demand and supply options 
will be implemented. 


Such detailed plans will continue to be 
developed annually. 


Just to review the Study Timetable. As we 
have proceeded with the Demand/Supply Options Study we 
have listened and we have learned. In the process, we 
have changed the study and its timetable. We expect it 
will be necessary to make further changes as we go 
forward. : 


With that background, I will now review our 
current timetable for the study which has four phases. 
In Phase 1, which was our Options Analysis, we have 
completed that Phase during which we identified the 
demand and supply options and we characterized the 
options..»..We, finishedsithateins Jul ynofno85a 


In Phase 2, which is called Planned Analysis, 
that we are now going through the public consultation 
process that we described to you, and that our product, 
at the end of this year, will be a tentative resource 
development strategy. 


We then proposed to proceed with Phase 3 
called Planning Development, during which time we 
proposed further public consultation on our tentative 
Resource Development Strategy, and then we would 
appropriately modify the strategy based upon the inputs 
that we receive from the public. We hope to’have the 
finished by mid next year, and then proceed with Phase 4 
at which time we would have a government review and 
hopefully that we could end up with an Approved Resource 
Development Strategy in the latter part of 1987. 


Turning next to Evaluation criteria. 
Specifically, we identified four major sets of evaluation 
eriteria as follows: 
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1. Each alternative program is evaluated for 
its technical acceptability and whether or not it will 
help: Lo,ensure electricihyeredsa abiteapye 


N=23 


2~ > Bach alternative program is evaluated 
with regard to long-term customer cost, customer rates 
and financial soundness. esl se 

3. Each alternative is evaluated as it 
affects the socio-economic well-being of the Province of 
Ontars om 


4. Each alternative is evaluated for 
planning flexibility considering the uncertainty of the 
future. 


The trade-offs in selecting the best options 
and programs require both quantification and judgement. 
Public consultation and public Surveys are important to 
developing recommendations. i, 


Next, turning to Electricity Need. Claudette-- 
Mackay-Lassonde has discussed our bandwidth load forecast. 
in Presentations 4 and 5. 


Our load forecasts consider downward 
adjustments for improved electrical Cle rcrency Occurring 
naturally in the marketplace and efficiency improvements 
induced by Ontario Hydro. 


Our load forecasts also consider upward 
adjustments through energy substitution and new 
competitive electrotechnology which induce prosperity and 
Jobs &n Ontario 


In these drafts, we have at the top, shown 
the total system annual energy, and in the lower graph, 
we have shown the annual peak power. And the solid line 
that you can see here is a very Steady change’in the 
amount of electrical energy. And, on the extreme Be GIG, 
is our load forecast expressed as a bandwidth Showing the 
upper most likely and lower forecast. 


We have made presentations to you comparing 
Ontario Hydro median forecasts with other median 
EQORECaStTS tt OrwOnrario. — And YOU SCG Onelthius upper chart 
here the location of Ontario Hydro showing a median 
LOrecast eon 2 ose Lor t hesipervodrioe 5.2000, a6 compared 
with other forecasts. And on the lower chart we have a 
comparison of Ontario Hydro's forecasts, shown here 
second’ from *the*bottom, of 2:/6%, and this compares with 
the other utilities across Canada with their forecasting 
their own system. 


Now the last that we were looking at a couple 
of minutes ago, when looked at from the point of view of 
many decades, was the remarkably smooth curve, but if you 
put a magnifying glass and you look at the changes of the 
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curve from one year to the next, of course you see a very 
bumpy road when you put the magnifying glass on it. On 
the side here, we show the amount of energy that, -into 
the amount of increased energy, in one year, relative to 
the amount of energy in the previous year. In other 
words, this graph is showing the increasing over the 
previous year. And so this goes back to the 1920s 
through to 1985 and you can see here that there was a 
steady trend upward, up until about 1973. And at that 
particular point, we went into a very unstable period 
following the oil shock, and between 1973 and 1983 that 
the world was somewhat topsyturvey. 


And then, as indicated earlier this morning, 
during the last three years, following the 1982 
recession, that is the years of 1983, 1984 ana 19855 "that 
three year period has been the all time high growth for 
Ontario. And, as Mr. Marriage indicated, the growth in 
those three years corresponded to approximately 60% of 
what all four Darlington units can,produce: 
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Now, what about the future demand? An 
example was presented to you on the way demand for 
electricity could grow between December 1985 and a future 
date of December 2004. 


In this example here, Demand Management 
downward adjustments of 6.3 GW were made. This is 
equivalent to approximately three times the QuUtCpuUE  Erom 
Niagara or three times the output from Lambton. 


The required supply for December 2004, in 
this example, corresponding to this median forecast is 
34.4 Gw. 


Now continuing with this example and looking 
at future supply, we indicated that we would need an 
additional 4.3 GW of economical SUpply lee Thatiis overé@and 
above the 6.3 GW that we put into the example that 
perhaps could be derived through Demand Management in 
Ontario and natural conservation* 


This example serves to illustrate the urgent 
need for Ontario Hydro to study and implement new demand 
and supply options. Hence, we initiated this major 
Demand/Supply Options Study in 1984. 


Now moving cn to Part 3, I would like to 
discuss the demand options. 


The goal of Demand Management is to provide 
the greatest net benefit to customers and the province. 
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Consider the following examples: 


- An efficiency improvement to a heat pump 
will reduce the electricity needs for that one 
application, thereby reducing our supply requirements. 


- This same efficiency improvement to a heat 
pump may improve its competitiveness with alternative 
energy thereby increasing the number of installations and 
in turn increase Supply requirements. 


- Where there is little competi Srontiwith 
SLeceracrty, Such. as lighting and motors, efficiency 
improvements will lower Supply requirements. 

- New electrotechnology will increase the 
applications and jobs in Ontario and will increase 
electrical demand. ; 


- Changing the time of use can reduce peak 
demand for electricity tending to increase the base load 
requirement. 


Next, Demand Management - What is it? I have 
asked this question of many people who have strong 
opinions about the Subject and I continue to be amazed 
with the different answers to my questions. I am not an 
expert, because I am not 70 kilometers away from my home, 
but one of my several duties-- 


Mi Chairmen You. have gone metric. 


: It “aSemisleading7yaissit note 
BreuSscaeto bersemns less 


I will settle for 30 miles. 
However, that it so happens that there is an organization 
that you have heard of called the North American Electric 
Reliability Council, and that in that Council there is an 
organization of all of ‘the planners in North America, and 
I happened to have had the assignment chairing all of 
those planners in North America for some years, and I can 
assure you when I make that statement that Bhever= sa Lot 
of confusion; there is even confusion amongst the 
utilities on the subject of Demand Management. 


2055 


Nevertheless, -1.do-have se large number of 
task forces reporting to. me;. one of it is dealing with 
Demand Management and it is not an easy thing to bring 
about a consensus amongst all the planning agencies in 
this-cont inent: 
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Cleatly; 7ifiweliare-gomg to quantify this 
subject we must have a clear idea of what we mean .and 
what we are trying to achieve. 


We in Ontario Hydro recognize that demand for 
electricity is determined largely by the electrical 
customers in Ontario. 


We know that such consumption will be 
influenced by new competitive products, research and 
governments. Eificiency improvement is an aintrinsic 
componentitorLl ‘customer decisrons,"particiutarly larce 
competitive industry. 


Demand Management, as defined by Ontario 
Hydro, is "each and every activity undertaken.by Hydro 
intended to influence the amount or taming. of elecericaty. 
consumption". 


We ican “influence “thesamount “by causing it to 
govupter to-go tdownvand we8can “antiluence~in the time that 
it is consumed, the time of peak or in the valleys or on 
the shoulder. 


To evaluate Demand Management options we have 
proposed that the following evaluation criteria he 
considered, and we have invited your views on these 
eniteniak 


In our presentations, we have developed a 
matrix chart. The components down the side of the chart 
ere tne Various potential, Strategic components, that. we 
could attempt tovainfluence. Andiacross the top, we 
illustrate the various ways in which one can go about 
implementing change, including research, education, 
promotion, incentives, public appeals, and mandatory 
actions. And so you see here that there are some 42 
boxes of which we have got some nine that aré not 
practical to consider, but that gives a wide range of 
consideration and illustrates the complexity of the whole 
task. 


Now moving on to Efficiency Opportunities. 
Efficiency improvement opportunities exist in all of the 
electricity utilization ‘sectors - “residential, commercial 
and andustriad. 


Ontario Hydro's past experience described by 
Hedley tPaimergesethatYpracticalsimplementation wwill, be 
critically dependent on effective relations with 
CUSTOMe ES? and. thelOrntarlo muntveoros ry wt rlirres. 


Rick Flemming recognized our need to extend 
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and improve our data base to assist in indentifying 
improvement opportunities and assist in program 
implementation. if 


Hedley Palmer emphasized the importance of 
pilot and demonstration projects as an integral Dem Ot 
implementation. 


We acknowledge the importance of commitment 
from the top of the organization down through the staff 
to achieve further efficiency improvements and 
explortrationv’ of electrotechnology. 


Demand Management cannot be organized and 
implemented in the same manner as large supply projécts. 
Demand management programs and techniques need to be 
continuously adjusted as conditions change. 


Dynamic programs are required because of the 
following: 


- technology ‘change; 
= Change in real price of SRC ECan ys 


- change in the relative price of 
CROCE RIC PEs particularly with regard to gas); Sand 


- customer behaviour. °- 
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Electrical Efficiency Barriers: We must 
understand the barriers which impede or slow down the 
implementation of electrical efficiency improvements and 
develop approaches to overcome such Darriers. Ontario 
Hydro is used to such challenges. 


Ontario Hydro and other witnesses before this 
Committee have discussed barriers to implementation of 
electrical efficiency improvement. 


The following are a few examples of such 
barriers: 


Gu sitomes lack For hcaorca 


- Customer desire considering a short 
payback. 


- Institutional conflict, and we mentioned 
earlier this morning the question of conflict between 
landlord and tenant motives. 
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- The customer unawareness of opportunities. 


- Society resistance to change, and™ example 
being “récent efforts on time tof use rates. 


Ontario Hydro and others have discussed the 
customer equity issue. 


The "Non-Participant" test ensures customer 
equity. That is, no customer gets an incentive paid in 
part by other customers. This limites the amount of 
efficiency improvement which can be achieved. 


The "Marginal Cost" test achieves maximum 
efficiency improvement in the Province, but requires some 
customers to pay for benefits to other customers. ~ 


We have asked for the views of this Committee. 
on this issue, and Ontario Hydro has not yet taken a 
DOSitLion. 


The potential of Demand Management was 
discussed in our earlier Presentation No. 5. 


Let us restate some of our findings to date: 


- We identified a number of options to shift 
load from peak periods to off-peak PerTodSs. On to 
interrupt loads at peak periods, through direct control 
by Ontario Hydro lor indirectly through rates. 


- We believe that the potential from these 
Options will be larger than the Sysvem ability toVaccept 
and we should be able to make use of between 1000 MW and 
1500 MW by the year 2000. 


- The efficiency improvement expectation 
which is already included in the load forecast 16 3000 
MW, by the year 2000. 


- And, the potential for further efficiency 
improvements induced by Ontario Hydro could range between 
1000 MW and 4000 MW by the year 2000 depending on the 
level of incentives provided. 


Our estimates, at this time, are uncertain 
and we shall be seeking accuracy improvement as our 
Demand Management program proceeds. 


We acknowledge criticism by some that our 
expectations are too low and by others that our 
expectations, anestoo.high. 


Before I move on from the topic of Demand 
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Management, I would like to make brief reference to the 
remarks made by Claudette Mackay-Lassonde when she talked 
to you about the development of load FOLreCastang. 2 
capabilities. 


We have a number of initiatives underway to 
ensure that we provide good forecasts. 


We are developing ways to examine the factors 
contributing to natural electrical efficiency 
improvement. We are continuing to develop our model 
capabilities and this includes improving our existing 
end-use model and making use of two new models ordered 
from the Electric Power Research Institute for the 
residential and commercial sectors. 

Now, moving on to Part 4, having to do with 
tue supply. Optsons, 


Ontario Hydro is sometimes criticized as 
being a supply oriented Uerercys = 1Ndecd, ic 165 +hHe job 
of most of our employees to SUPPL Vy eelectur tel ty sm ne 
Corporation is also serious about Demand Management. 


Because we are serious about both, we 
launched the Demand/Supply Options Study and we are 
seeking views from the public, the legislature and the 
government. 


It is our belief that Demand Management 
options are important to our future and it is our belief 
that Supply Options will be important to our future. We 
have presented quantitative evidence to you that we will 
need, both. 
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We have examined a wide range of supply 
options that might be appropriate for Ontario during the 
next tCwo decades from 1985-to 20024. 


We have characterized each of these COpLaons 
in terms of standard cost, reliability, time to acquire, 
arc? societal. factors. 3 


Soci eta factors include such things as 
environmental impact, safety, jobs in Ontario, energy 
renewability and energy abundance. We also consider 
whether resources are indigenous to Ontario or indigenous 
to the rest of Canada. 


Primary Energy is the form of energy which is 
provided by nature to man. And there tends to be some 
confusion in terms of*discussions that do not clearly 
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differentiate between primary energy, which is available 
to man, and secondary energy of which electricity is an 
example. And electricity, of course, must be derived 
from a primary energy of some type. 


Now considering the energy that is available 
to Ontario, we have two major indigenous energies for 
Ontario: falling water or hydro, and we have an 
abundance supply of uranium. 


From Quebec and Manitoba that we have the 
option of buying hydro electricity that has already been 
generated from falling water. 


From Alberta and Saskatchewan, we have the 
option. of buying uranium,scoal,« oad, Gas, and. lagnrte,. all 
forms of primary energy. 


ANd secronetnesingtecd States, we can buy coal... 


Turning next to Energy Converters. Ina 
utility, we are faced with deciding which of the primary 
energies we are going to use; what form of converter we 
will use to convert that primary energy into electricity 
energy, and, indeed, there are a great variety of 
different conversion processes. And when we hear the 
expression "cogenerator" we should Clearlyorecognizeathat 
ISenotyaatorm Of ,energy,.iteis Simply a machine for 
converting one form of energy into another form of 
energy, and that it happens in practice that the majority 
of cogenerators in North America, and part icularlyoingthe 
United States, burn gas and oil which we expectewill 
Become scarce in this coming Centurys 


And so that in our Phase 1, we reviewed all 
the datterent. forms of primary energies that are 
practical to Ontario; all of the different technologies, 
both existing and being developed, and that in order to 
produce electricity. AB 


And, incidentally, there are two other forms 
Ofssecondary energy, steamand hydrogen. 


ANG aac, Thiseparticular posmte, > 1 acknowledge 
that we are not using very much qungwiny Ontaric a= And 
when I was chairing a recent mectingnof, our North 
American Electric Liability Council, that when the 
Californians referred to the fact that it took 3.1 cows 
per kilowatt, they referred to this as bovine biomass. 
And that the Texans, not to be outdone. ssaid ene, ethat 
that was a wrong title, it was too damn fancy and they 
callaat. cow, pie. power» 


TOs continue.onswithalUniee Sauces En ong 
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studies we have also examined unit size, number of units 
per station and unit in-service intervals. 

Larger unit sizes reduce the unit cost of 
electricity. Increased units per station reduce the unit 
cost of electricity. But, larger units and multi-unit 
Stations tend to reduce the Planning stlexibi lity. 
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Now let us consider electricity produced from 
hydro in Ontario. Undeveloped hydro POwer Fin sOnterio.is 
attractive because it is indiginous,* it®is renewable, it 
is reliable and well accepted. 


Unfortunately there is a very limited amount 
of economic energy which remains to be developed. Most 
of the undeveloped potential is high cost and is HOCATEC | 
at a considerable distance from the load’centres. 


Now considering the purchase of ebecEerirer ry 
from adjacent provinces. Hydro power from Quebec and 
Manitoba can be obtained if a reasonable price can be 
negotiated. Negotiations are in progress. 


Advantages include: renewability and the 
development of Canadian resources. 


The disadvantages include: not ING GiNOUS weO 
OnLaricy,ethes losseotamobsainyOntarvo.and. the short term 
availability that might come from these contracts,.Jess 
than 30 years. It is not yet known whether price will be 
higher or lower than CANDU. 


Now considering a few nuclear highlights. 
CANDU has an excellent track record in terms of CcOSst, 
Sel abun Gy gard seat ety. ancdmMetvac anticipating--if Mr. 
Sargent was here I would get a reaction out 
of him on that, but unfortunately he is not here. 


Mr haggerty le hisPiisteningithough * 


MES PAshevvSthat rs’ atmatter or opinion: 


Min SN cOonne DD) 2itusanium €xustesy in Ontario and 
is the only proven major economic abundant resource 
indiginous to Ontario for further development. 


Ontario possesses complete technology and 
manufacturing capability. Some public concerns exist 
regarding safety and radio active waste disposal. 


Now coal highlights. Coal is available from 
both the United States and western Canada. 
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Advantages of coal are: it is economic for 
peak load applications in Ontario and it is abundant. 

The disadvantages include: it is not ; 
indiginous,,to-Ontario; iteisynet economic: fon; baser toad, 
Jobs outside Ontario and acid gas emissions. 


The mothballed coal-fired stations, 
although not economic, offer flexibility to accommodate 
boad forcast uncertainty. 


We have made presentations to the Select 
Committee on solar energy and wind energy. 


The advantages include: indigenous to 
Ontario; renewable and abundant to Ontario. re 


The disadvantages: high cost and large land 
use. i 


We will continue to study these alternatives 
and we will be using these alternatives in remote 
communities. 


We also studied other energy forms such as 
solid waste, peat and wood. 


I would like to now move on to closing 
vemaxrks ; sRarte«5- 


In an earlier presentation we responded to 12 
questions of this Select Committee. Ontario Hydro asked 
for your views on several issues and it will be helpful 
if we have your response. 


Now;,ein/ ChLosang, sletbhinkeitetsetairare say 
that we in Ontario Hydro have valued the views that the 
members of this Select Committee have expressed to us and 
also we learned in the process of the discussion that 
took place between yourselves and us and other witnesses. 
And that, as we have indicated to you before, that we 
would value also any collective views that this committee 
may express. And that if we get such views in the not 
too distant future they also, of course--that we can 
incorporate those in developing our tentative resources 
development strategy. 


nS 


And that I think it is fair to acknowledge 
that the information that was presented by other 
witnesses, we listened carefully to those views and that 
they were reviewed this morning with you by Ken Snelson, 
and that I think his presentation would serve to 
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acknowledge that we will also take those views into 
account in the formulation of an appropriate strategy for 
Ontarao. utes 

And that we hope also that the Presentations 
that we have presented to you that there will be a better 
understanding of why we undertood this demand/supply 
option study and what we hope to achieve with the 
Strategy when we have it developed. And that we hope 
that the presentations that we have made will convince 
you that demand and supply planning are important and in 
order for us all to mutually benefit by ensuring that we 
have a continuing reliable low cost eLecurlorey LOr Chis 
province. 


De rehank you; . 


Mro Craa rmen-- = Thank you, Mi. McConne 1. 
MresGampbe li: 


A Speaker: Could wei taketa five minute 
break? 


A Speaker: Mr. Campbell has 10 minutes and 
then maybe we can take a break. 


: > Mr. Chairman, members of the 
committee, I would like to thank you for giving Hydro the 
opportunity to present some information on our 
demand/supply study and for all the time you have spent 
considering issues involved in Meeting Our fiurure 
electrical needs. It has been a long process. We 
welcome all the divergent views that this committee has 
given us the opportunity to hear. 


I would like to conclude Hydro's appearance 
here with a few words about the Study, a recap of where 
we are with it and what its important elements are and 
how we feel it will serve our customers. And I would 
like to stress where we see your input fitting into that 
overall plan 


Ontario is-approaching a key decision period 
in its electrical energy planning and needs a clear 
dsrector forsthemturire Mithe demand/supply option study 
is intended to be a guide for electrical planning, a 
guide which will have a wide measure of Support. We see 
this study not as a blueprint or a detailed plan in 
itself, but as a reference guide from which plans ‘will 
evolve, plans that can be updated from time to time to 
reflect changes as circumstances dictate. 


Our conclusions will form the basis for 
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decision-making that will start to take place, and 
perhaps as soon as a year and a half from now. 

The demand/supply option study is a four 
phase project and it is a major undertaking. Two years 
ago we began a rough screening of all Ontario's potential 
demand and supply options, examining their 
characteristics, their costs, their environmental and 
social impacts, their potential contribution to meeting 
Ontario's electical needs. There are, however, some 
things we do not know and we will continue to update and 
improve our knowledge in these areas. And we will Bryoto 
keep you informed on those. 


We have already heard about the public 
consultation program that Ontario Hydro has. We are now 
gathering input from customers, municipalities, community 
leaders, provincial interest groups and, of course, this 
committee. We will continue to gather opinions of ; 
Ontarians on their priorities and values. This will give 
us general direction on our approaches to the different 
Options): 


I emphasize that our appearance here is a 
major and valuable element in our public consultation 
process. We are anxious to receive your views as elected 
representatives who have a special interest in energy 
matters. This is very much a listening phase for us. 
Your views and those of the public are essential because 
goverment guidance and public acceptibility are 
prerequisites to the future success of both demand and 
Supply programs. 


isl 2.0 


We are working to incorporate these views 
into a tentative demand/supply development strategy, 
scheduled to be completed by the end of this year. We 
then intend to go back to the public with this draft and 
Seek (react on wo wt hesproposall.. 


Now that should be stressed. Hydro 
recognizes) that such) major pieces! of planning must enjoy 
government and public support. We have always tried to 
Stay close to the needs of our customers. We are in 
contact with them every day. We are committed to 
customer satisfaction, to the well being of our 
individual customers and to the sum of all the parts, 
namely the collective prosperity of this province, 
Ontario. 


AS a public corporation Ontario Hydro has a 
Special responsibility. Hydro is both a service industry 
and a manufacturer of a product. We are not only subject 
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to the dictates of the marketplace, we must remain 
mindful of our lasting commitment to low cost reliable 
service to our customers; our ability to %contripute “to 
job creation and to the future economic well being of the 
province. That commitment is something I consider very 
important. 


We have already described our major largely 
unheralded past achievements in electrical efficiency. 
We intend to build on that tradition. In future years we 
will offer electricity customers some exciting new 
opportunities introducing into your homes and business 
electrical efficiencies in the form of improved 
processes, new equipment and imaginative energy use 
programs that will make life better, cutting fossil fuel 
consumption and changing the patterns of energy use. 
This will give the energy customer Savings never before 
available. 


These energy improvements will in some cases 
be the result of dramatic technological breakthroughs 
here and abroad and other efficiencies will result from 
the simple application of imagination and hard work on 
Our partiand the wwartitof’ our customers, 


Considering some of the barriers to 
electrical efficiency we have identified we must be 
realistic about the speed with which new efficiencies can 
be implemented. We will lead, compromise and Support .on 
matters like changes in rate design and patterns of 
electrical use. But the demand/supply Option Study will 
indicate our potential in these areas. 


Our research has given us technological 
breakthroughs that can make changes for the better in 
Ontario's industries. I am convinced that electro 
technologies will have a very positive effect on 
Ontario's industrial production, making all kinds of 
industrial endeavours more competitive and more 
prosperous, safeguarding old jobs and creating new ones, 
creating wealth for Ontario and the country as a whole. 


I would like to pause for a minute. The last 
time-I was here I mentioned some of the new processes 
such as thermo mechanical pulping, which I am told is 
required in northern Ontario to safeguard our industry 
from foreign competition and competition from other 


PEOVInGES «ehAlsoethe bhowerscost GoffGibepremises, in the 
words of Data Resources Canada, in a report they released 
this week, "a super boom for Ontario" with real growth 


this year of 5.6%, 6.3% they are predicting next year and 
4.8% in 1988. Now they have had to revise their forecast 
up by 25% to account for the drop in oil prices and they 

are, calculating thatebhitsrinidsure ddan; 000 jobs sto 
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Ontario and Quebec in the next three years. That is over 
and above the jobs that were predicted at the rates of 
growth which previously were predicted in the 3.5% to 
4.5% ranges. 


Now Chis) “F*think, Should make “all.-etewe 
reflect” very ‘seriously on the’ difficulty of the task 
facing us, and the seriousness of it, because in all of 
this growth, if we are to take advantage of it, 
reliability is something that must never be compromised. 


We were told just recently by Honda--we are 
building a new plant there--that electrical service and 
reliability is one of the most important things to then, 
one of the reasons for locating here as a matter of fact. 
Because this surprised me, they told us if they lose 
power for one second that will destroy 70 cars on the 
production line’. They will have to be scrapped because 
the robots, using electrical processes, will make it so 
that those cars have to be destroyed, those bodies. 


So everything that we have done shows 
that--all the studies we have done show that our 
customers, both our industrial customers and our 
residential customers, will have no tolerance whatsoever 
for any decisions that will threaten the Serviabigicy of 
our service. And that is something I think we all have 
CO .Keep ein, mend: 


Eg25 


To be competitive we should exploit our 
strengths. Our electricity rates are low compared to the 
UnatedaStabesaisihere iswan advantage our foreign 
industrial customers and competitors do not have, but “it 
is in ,our, ability to maintainythis advantage. It is 
within our hands. Our research will focus on 
exploitation of these opportunities. It is a perfect 
example of our efforts coinciding with customer needs, 
preferences and greater public good. Something that I 
know this committee, every member, is concerned about. 


The demand/supply option study will give us 
the information we need to make rational decisions that 
would be in the best interests of our economic health and 
thes prospermuty totseur peoples 


Choices among demand and supply options are 
not an either/or situation. The best choices will no 
doubt include both. We recognize that there is a genuine 
diversity of views among people of Ontario. Different 
people expect different things from us and some of their 
expectations! are! incompatiablet? tit? is likely we will 
never achieve unanimous support for any mix of energy 
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options, but we must eventually put some plans into 
aCELONS 

The demand/supply option study is an attempt 
to get input from all sectors to accommodate as many of 
these diverse views as possible, to give us the framework 
for reasonable and fair decision-making. 


This committee is a manifestation of some of 
Chaeeaiversity-of*option.-~ These hearings have already 
provided us with a valuable opportunity to test our early 
tentative thoughts about these important questions. We 
have learned much from you as individuals. We are now 
eager to receive a response from this committee as a 
whole to the questions we put to you earlier. © 

It would be helpful to hear from you earlier 
rather than later. To learn your views by June would 
assist us in moving towards formulation of our tentative | 
demand/supply development strategy which we would like to 
produce for the fall. We intend to take that tentative 
Strategy back to the public for further comment early 
Nexce veal. 


Now I am confident we have the resources, the 
expertise and the interest among citizens of this 
province to develop and implement an effective 
demand/supply strategy. The result of the combined 
efforts of all of us will be the production of a valuable 
Strategy for future electrical planning in the Province 
SCE Ontario. 


I would "just like '!to®add}*Mr* Chairman; “one 
commenti(betore 2 “leave ‘and that! fs"thatiin all*our 
supply/demand forecasts that we have put before you today 
we have indicated a range, low ranges, middle ranges and 
high ranges and we have been working on those for the 
past two years. I think events this year, in 1986, have 
indicated that if we are at risk in the next few years it 
would be at that high side, at the high end of those 
projections, and that--I refer you again to the Data 
Resources study that was published this week. And we 
took ‘the? liberty ‘of checking that out* with some of the 
leading Canadian investment dealers just this week and, 
in fact, With otfticialsein the ontario government, in 
treasury and economics, and there tends to be a consensus 
that the growth in Ontario is going to be higher than 
predicted bécausetef ‘the droppin oul prvcese ete is 
having an unfortunate adverse effect on places like Sault 
Ste. Marie because the mill there was specializing in 
production of drilling pipe and pipeline for the west and 
that has, unfortunately, been hurt by low oil prices. 


But the general predictions that we are 
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seeing are that that kind of localized misfortune is 
going to be more than made up for by a spur to the 
economy ,wand. particularly, as Vl Save. NOt in. Our words, but 
in the words of Data Resources Incorporated, which is a 
pretty widely used base, that Ontario and Quebec are 
likely in for what.is called a-super boom in-thesnext 
Chres vears., ANG SO. il leave TT hatesthougnt awistaleaV@itre Mey: 
Chairman. 


TNanKeVOuUS Very much. toreal la vours cameband 
abtencion,. 


Mr Chaurmance. bank, Vous Mra wCampbedd & 


We are going to take a five minute break 
before we start the questions. ¥ 


The committee recessed at 11:29 a.m. 


N=S¢ 


The committee resumed at 11:37 a.m. in 
committee room 2. 


Mr. Chairman: Mr. Campbell, I understand you 
have some time constraints so... 


I am supposed to speak to a 
luncheon of the major power consumers, but that would not 
Dein ciiy arberpone! sorts. .4 


Mr. Chairman: Perhaps I ‘could Jask ‘the 
members of the committee if they have specific questions 
roneMr JeGampbhePril > - iWe «will Sstareminet hae direction and? 


Rio Campbe ly Thank syou- 


Mr. Chairman: ...1if they want to keep the 
othersquest ion unt rPtfat er; sthat would be fine. 


The members of the committee, Mr. Shymko, Mr. 
Chariltven ArMr> -kshe 


Go ahead, Mr. Shymko. 


MrvcCampbelb/Syothink -this 
exercise is Sametime shat has great positive value, I am 
Sure, to Hydro and to all concerned because the publicity 
andut heneducationalwaspect/of thisi@® And? the pubic 
inputs) hopefully Sisco ‘outs tnerescromeene 
deliberations we have been having. 


My interest is the whole area of public 
participation and input. We have heard some interesting 
suggestings of what is happening south of the border, 
Doth trom oficial ly very structuredspubire input Ianto 
the ;whole (proecess of-pilanning | mObvidcusly sthe® situation 
is quite different from the private utilities in the 
States and the public ones here. 
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But I gather from some of the comments you 
have made, and your staff, that you are open for some 
flexibwigtycan gréacenfpubinchanpiuce .& 


Mr tr Campbell S-aaaves: 


My Shymko: ...beyond the Legislative 
Committee type of forum of public responsibility and 
pubi ic) inputeeeMyxconcemninis ’ thats the - may orsindtstriad 
users,oAMPCO, haveswmnoffacrvaliy, although it. isnot 
legislatively structured, representing some 80% of the 
consumers and customers of Hydro have been having a sort 
of a major consultative impact throughout the stages of 
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What do we do with the consumers who are not 
major industrial users? I am talking about the 
residential consumers or others who seem to have the 
impression--and I think politics is perception more than 
reality, <antontunately ss And there asa perception out 
that that, you know, the average residential user or 
customer does not have an input into the planning process 
of Hydro, not withstanding our definition of politicians 
as defending the public interest, et cetera, et cetera. 


Can you comment on some of the suggestions or 
things that are happening south of the border; be it a 
public ombudsman or something who would represent that 
input into the process? a 


Me. sCampbeds):s saWelly *iirst jof “abl Sheshotrd 
Say, in answer to your earlier question, that Weare : 
certainly open to public input. We want to encourage it. 
We do deal with a lot of different groups. You mentioned 
AMPCO which represents the largest group of our 
industrial customers. We also deals with groups such as 
the Consumers Association who purport to speak for a lot 
of residential customers, and do speak for them, I am 
Sure. We have been having our own open houses and 
meetings around the province and I have attended them, 
the president, our senior people have tried to get around 
the province and attend public meetings where we talk 
about these issues. And we have quite an elaborate 
schedule of those meetings for the rest of this and into 
next yearwasjwelhbwe Souwe are doingsaslat ch that. But 
we are always, welcome: form new! input.) Asivow suggest,. Zt 
there are other models we are prepared to look at them. 


One of things I guess I could mentioned is 
that we have heard suggestions that--you mentioned an 
ombudsman or a citizen's committee to oversee it. One of 
the things that we believe is that Ontario Hydro being a 
public agency not a private agency as is mostly the case 
in the United States, the government appoints the Hydro 
board and really the Hydro board represents quite a cross 
Se€Chion .se Sopits iss ireallyabcita zen’ stiboardit hariruns 
Hydro. And believe, mestheyi) dolmum Hydro. Birney tactstone 
of our board members is just retiring after serving three 
terms with distinction, and«there “is casrule that you can 
only have three terms and you have to be replaced. 


And he said to me that one of the things--and 
this 1s a chap who is on a number of boards. He is a 
businessman, a very well known businessman in Canada. He 
said he is on a number of boards in the private sector. 
Hydro board was a favourite board that he was on and the 
reason for that is that the Hydro board really made the 
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decision and ran Hydro. And he said that he had the 
impression that in many of the private sector boards that 
he sat on that the board was more of a rubber stamp for 
management. And so I just took that as a compliment. I 
thought that was a very good assessment. And that was 
one. And that is somebody who is leaving the board. And 
so we try to emphasize to all our people that they are 
servants of the people, that we have to listen to our 
public in every form. 


And, I think in this day and age, another way 
to find out what your customers are thinking is to do 
Surveys. I know that is sometimes a little bit questions 
and government are opposed of just what value surveys 
are. But .we .think that in aneindustry ssuch®as tis! if iwe 
are expecting customers to, say, take advantage of-more 
efficivent programs and that kind of “thing. Lfiwe are 
testing or what kind of incentives we should have to make. 
them use electricity. more efficienty it was quite valid 
to do some market research and see what they do. And we 
are doing that and we are finding some interesting 
results. And those are the kinds of things that we would 
like to share with the public and with the committee at 
sometime. 


Lie 


L You would not have any problems 
with a legislatively structured sort of input from the 
public, including the major industial users, you know, 
that would be legislated and mandated in an Act, 
including the comments from the Chairman of the Ontario 
Energy Board with relationship to funding authority that 
he made comments or alluded to. 


Mr. .Campbe ll] tmaWelly, Esthinkfmwherew! would 
exercise some caution on that is that we are controlled 
very carefully by the government already. And the 
government is responsible to the people through election. 
For example, we cannot build a power line. We cannot buy 
a pound of steel for a new power line without an 
Ordéer=in=councd lL. approvades ofed hatanine ss Wweucannoty builded 
a Station. We cannot borrow a dollar of money. So the 
government has absolute control over every significant 
step we take ,already, 


Mx. -HaAgceri vies. YOu re savang svou heave ito 
justify the need then. Is that it? 


Mr. -Campbeliie: That issrranue 


And we talk to the Minister of Energy and the 
Treasurer .and his.people ensvirtual lysagdaaimsbasis. Saand 
the wHydro. Doardewasaser supnningsact pmtbo actually 
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I think what you would want to consider is if 
you set up too many legislative controls that you could 
make the process grind to a halt. And I cite the example 
we are having with getting a transmission line. We have 
been trying to get a transmission line for 14 years and 
Weware ast bilend, chosemst ddayaGsAnd «eh iunie-t hatersea 
very, very important situation for the people of Ontario 
because it is costing us hundreds of millions of dollars 
of wasted money. 


Mr. Shymko: If you were to convince the 
public--see, the perception of public versus government, 
you know, perhaps government would react to the’ 
importance of that transmission line. - 


Whatiid. am trying? to* say: is“there? is 
Still--although you are constrained and regulated by ; 
government the perception out there is that government is 
not the public, unfortunately. Sometimes in some issues, 
be it the nuclear waste management areas, you know, 
people iieedmsinustratiommichat,myourknow; they do not have 
an input. There are fears and they cannot SXPLeESsS ti Cypew 


mean the various lobby groups. So your definition of 
your constraint already and the Order-in-Councils anda 
certainly the Cabinet has rigid control over you aim just 


wonder. My question is basically from the public in a 
different definition of -what I mean by public. Sometimes 
a party will provide that definition as, you know, as the 
whole dichotomy between what we perceive and what in 
TeadsLiinys esis sy. 


‘ Well I guess I would go back 
to the Hydro board as a safeguard of the public because 
Hydro is not run by its management, it is run by a Hydro 
Board which is appointed by the government and they are 
private citizens from all walks of life and all 
geographic regions. And they are there to represent the 
public. And so that is a very, very important--if you 
are looking for checks and balances in the system, that 
is a very important check and balance in the system. 


Now you could go on appointing boards and you 
could say well, the government appoints that board, but 
we do not really have confidence in them so we will 
appoint another board to be a watchdog on that board. 
But I do not know how far you could on that. 


Mr. Haggerty: How independent is the boara 


then from the government in the sense of Say that the 
government appoints the board members there? There is 
some influence there right from the start. But when does 
the independence come then that the board can make the 
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decision themselves or, in the past has it been the 
government leading Hydro in areas of nuclear Gore CeUeoS 
or has it been. - 

The board has responsibility 
under the Act fOr the day to day operations of Hydro. 
However the legal framework that sets up Hydro also 
provides that the government can give the Hydro board 
policy direction, andit has done +thaterromertime,to.~time. 
And, as I say, for example, every time we borrow a dollar 
it requires government approval. Every time we build a 
line, do anything major it requires specific government 
approval. So the government has avery strong reasons. 


ior © 

Now, in practice they were told, I would 
assume, that the Hydro board, which are composed of some .- 
very outstanding people. We have a president of one of 
Canada's leading banks as Vice-Chairman of the board. We 
have people very knowledgeable from the academic 
community, from a number of different walks of life are 
On tie oocrd. 


I would assume that the government would 
hope, in the normal course of events, those people would 
exercise ctheir=-aucnority@and act Inwenespest interests .of 
customers, the public, as well as the Hydro management. 
And so I would think that governments would expect that 
Cney would note have to mantervene ae Oram Lt aEney enaditoot 
suppose they should consider making it a ministry of the 
government. That is another model that could followed. 
wou*could fina many Countries where that 01s Lhemcases 4.1t 
iS a ministry of the government. Just about any function 
that you~ can*find=done by "a Crown corporation “youl could 
find some where it done by--for example, in Alberta there 
is something called Alberta Government Telephones and 
there is a Minister of tue Bee Bel We think that is very 

strange but Alberta is. 


So there are various models you could have if 
you wanted, depending on what kind of control you want. 
But I am saying is the mechanisms now do provide very 
good public checks and balances on Hydro and I would 
caution about introducing other kinds of legal 
impediments, because I point to the problem of 
transmission lines. That is a serious, serious problem 
for everybody. +1-usenot Just te *hydresproblem, Weis a 
problem for everybody in Ontario because that process has 
ecost=-the* customers literally hundreds of*miidiaons*of 
doi tars. 


Mr. Charlton: Just before we leave it here, 
because I think it is an important question and I think 
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the jpresenters swephad, ,othersthan ehydro,sonstne question 
of control and checks and balances fairly presented those 
cONntEOLsS that do exist,* thes financed icone poss wie 
approval controls mioraconstructionseandisocand souforth - 


Mr Campbell: »Thes public héazingss we, have: 


Mrs Chas One Ri git bute oney OfMEnetaspects 
which has been, I think, the focus of the-criticism of 
the present control mechanisms is the question of 
information, of data base or, in other words, of the 
governments, the ministry of energies, the public's 
abiiity Co®* challengesHvdron swscudies jm HVGro, =. Oroposals- 
Hydro's claims for the needs of the system. And all of 
the checks and balances that you have described’mean very 
little gf that yinformation jand.data based ability. to 
challenge or to question woat you are being told is 
inadequate. I think you understand what I am saying. If 
somebody starts a rumour in my neighbourhood that there 
is a rapist running loose and that three women have been 
attacked in the last two weeks, the community if going to 
respond to that information until they have information 
to the contrary to challenge that assertion. And if 
government, if the Ministry of Energy and the public at 
large are not in a position to question what they are 
being told by Hydro, how effective then are the checks 
and balances. And I think that is the question which has 
been put to the committee which we have to try and 
GESPONGELO « 


: Well, I guess in response to 
that I would say that the government, in every major 
policy initiative we take the government has to be 
Satisfied “inwits own mind that that is appropriate. «And 
to this day that has been the case. For example,.1..think 
youshave heard testimony last.fall. from T~Leasury..and 
Economics on the financial side. And as you have 
mentioned, there had been lots of stories ecinculating 
around that somehow Hyrdo was out of control, threatening 
to bankrupt the province, taking money away from other 
programs of health and education, and that kind of thing. 
Well, when you heard the people from Treasury and 
Economics they did not say that. They said that in fact 
they were in daily.contact with Hydro, that the finances 
were sound, the stock market and credit rating agencies 
were not concerned about Hydro. They felt the debt was 
well managed and well under control. And so that is the 
reality. 


i opi lhe: 


Now the people in Treasury are probably some 
of the most competent people in Canada to speak on this 
issue, very competent people over there. And they 
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certainly do not contradict the company here under 
you--that on the financial side that was the case. 

iivet he térmsi-of tthephysicaveptant for 
example, we will go back to the transmission line. One 
of the things we have to demonstrate to the public is the 
need for, say, a line. And I am saying with the system 
we have right now, if anything, I would say it was too 
much input for the public interest because anyoning that 
takes you 14 years, and we are still no closer to getting 
that line, and it is going to 17 years, minimum, before 
that line goes through. 


Mr Charl tons Wes ,.-but.slets uwsetmot. blame-sa: 
of that on the public control mechanisms which did not 
Sianty toxoperatesiintil‘sros2 4 a 


Mr. Campbell Well, ther Royal, Commission in . 
1980 said that it would be indefensible if that power 
were, lockedsin.. Sotthe *pubPic “process had Jot's.of 
warning. But right now, today, we have locked in power 
at Bruce and it is costing us millions and millions ana 
hundreds of dollars. 


Me Charon, No, but there is a point here, 
Mr. Campbell. I do not think this committee wants to 
‘Condone asi7stos 20 year approval process 


Mew Campbeliteris Stowantedyto he? py. 


Mr. Chalton: But it was 1982 when Ontario 
Hydro took the proposal to the- public process, not 1972, 
L982 « 


il: .But if you wanted to helpful 
EOrn? think; thespublic dathink that maqnesbe an 
interesting area for the committee to examine, to look at 
the approval process we have now before embarking onto 
redesigning some processes. I think it would be very 
instructive to go through and we will take you through... 


Mzes=Charlton: © rethink wei w?lbithave tsome 


comments on that. 


Mr. Campbell: We could take you right back 
to 196s 


Mr essen hom BReeh eiikeere rserair to put 
those comments in perspective in terms of I do not think 
anyeoft iugel hkeypxascli.sdidntai7 tek20Rhyearwapproval 
processzaiButeto blame thatstotatty-on the-pubitc cheeks 
and: balancesethateare® in-place at-this point «is unfair. 


Mis, Camnpie ire (Adel sraghteaitemay De unter, 
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but what I am saying, what I urge on the committee is I 
presume you want to make decisions on the basis of the 
facts and not on the basis of preconceived notions. I 
would urge you to examine carefully the system of 
approvals and public hearings, the checks and balances we 
have in place now before you gave any thought to 
redesigning the system. Because you could end up, you 
could end up with making the economy grind to a half. 

You could end up. .And,I submit *that theresis *evadencerof 
Chatrand  ] would, likesyousato, Lookpat thasy OThatvise 
perhaps, the most serious problem we are facing right now 
is that fact that with the regulation process in place it 
DSSTUSTE DOEMWOL MAG. 


And I have had a long career in the public 
service, 25 years service in Ontario this» year.» “Iam 
geingnto be retiring and yI)doynotrexpectototseé that line 
built. So it is going to be somebody else's problem. 

But ol am telling vousbhathkindmotythingliswavser ious 
problem that we should be addressing. 


Mr. Chal tons wawerdo.altsovthough bias! ihave 
suggested, have to address the question of why the 
proposal from Hydro for those lines did not get into the 
Pubs IEP processpuntasy ioe, 


Mr J Canp bed awit Ss: asiqoodharea to 
investigate. But what I am saying is, please do not 
redesign the system before re-examining what is in place 
now. 


Mr. McGuigan: A supplementary on the 


Organization. Do members serve at pleasure? 


Mr. Campbell: No, they are appointed for 


fixed terms. 


Mr. Shymko: It is a fixed pleasure. 


Their terms have been 
Staggered so that each year there are a number of 
vVacanGies, OGCursonthe@bhoavds® Somsfor example, the new 
government will be appointing a new member of the Hydro 
board effective May 1. 


Mr McGuigan: ‘The. reason I) asked! that 
question, it gives you a lot more independence to be put 
on for fixed terms rather than be on there for pleasure. 


Mr. Campbells: *iYes,, tout thesterms fare 
relatively short. Members of the board are three years, 
and some of them have been appointed--because they like 
to staggar them some are appointed for two years and some 
of them are only appointed for one year. So there is a 
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turnover. So, for example, it is relatively easy for the 
government to, after a period of a relatively short 
number of years, could completely change the membership 
of the board if it was not happy with the way things were 
going. 


1200 


It there=isvemaverick you~ can 
SUOMmOete Lia) OL nim. 


MreeShymko> noiieiecotidSconerude, Mr. 
Chairman, with my last question. The only thing we have 
Similar to a sort of a public advocates office in Ontario 
is the Office of the Ombudsman. My understanding is that 
the ombudsman jurisdiction does not include Hydro and 
never has. Presently the ombudsman is looking into the 
whole area and maybe making recommendations that 
municipalities and municipal boards and agencies be 
included under his jurisdiction. This would include the 
municipal hydro boards. 


Now, it does not make any sense to me if that 
expansion Of jurisdiction would “ao “into that area, 
including the municipal hydro boards, and not have 
jJumisdicttrompoverMtherprovinicialhydro. "What Ss your... 


Mr, Campbell: I appreciate there is some 
legal question, but I will tell you what--and I cannot 


answeretorm the history there © Bcan*teti® you whet” my 
policy has been as Chairman of Hydro in the last two 
years and that is that’ to accept the jurisdiction of the 
ombudsman and to work with him--and in fact I have met 
with him on three different occasions on different cases 
and I think we have managed to sort out those ‘cases. I 
think we had some legal opinion, for example, in a couple 
of areas where we had a court case underway, where 
someone was suing us. And I think in cases like that we 
interpret--they legal’ advice’ we had was that those’ things 
before: the court? had to run? their? course” before the 
ombudsman could get into it. And so we had some 
differences on technical legal grounds, but in the 
principles wintendrto agrees=withiyour-fAnd, tn “tact, "we 
have been--whether it is legal or not we are not standing 
on ceremony, we are working with the ombudsman. 


Meeitagcerty: . Burlding -anovner empire’. 


In other words you have no 
objections to that jurisdiction including Hydro? 


Mere Fearpeerr, = well, Ciink 2. Tr 2S 


not--well, we are already doing that. 


N-48 
Mr aobymko 75 fOkay hank you. 
Thank you. fom 
Mr Chairman Thank you, "Mr." Shymko. 


Mri’ Chariton: 


Mr. *Charieton) thankyou, Mr .-Ghatrman- 


I have a number of questions and I would like 
to move right back to Mr. Snelson's presentation at the 
Start of, the morningmand :dealswwathicanicoup le iof wWesites 
that arose within that presentation. 


And I think the committee in general--and I 
think that became very clear during our in camera session 
yesterday--in general are very aware of both the 
divergence of opinion, but the inability to agree among a. 
number of advocates about some of the subjects that you 
presented to us this morning, and the range of support 
for our opposition toecertain aspéects"of that’. “I "do "not 
think the committee is at all unaware of that. 


I think where we have difficulty, or at least 
where. some ofaus have difficulty is, for‘example, ‘the 
kinds of things you have set out on demand issues on 
pages 7 and 8 and 9 where, for example, in the second 
paragraph on page 8 you have said: "The conclusion of 
Dr. Rosenfeld and others is that the surplus is expected 
to last to,1 995. » Nowe. not teoojsoon ttm Sbarte! 
referring tovstarting: tomlook: at) what’ you do6 beyond the 
Surplus. And you have said that this is the same 
conclusion that Mr. McConnel came to, and this is in 
reference to looking in a new way at the demand side 
options. 


And I think the third paragraph on page 9 is 
where the committee, starts toshave: troubleatfiIfiyou 
compare the third paragraph on page 9 with the paragraph 
that is right at the top of page 8 where you clearly set 
out some of the difficulties; with«moving*into®a> new area, 
looking at demand side options in a very concrete way, 
you,,set out very clearlyaforeus thati theres are-some 
problems there. There are some timeframes that have to 
be accomplished. There are some resource needs in order 
to accomplish those timeframes. And I guess where some 
of us start to have trouble is--and I go back to the 
questioning we did of Hydro and Hydro staff in terms of 
the resources that have been committed on that side. 


Leoo 


And I guess what that says to me and what 
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that says to some of the members of the committee at 
least is that it raises the question or the skepticism 
about the real commitment to the demand side and it, from 
our perspective, just adds considerable time to the kinds 
of timeframes that you pointed out to us here, that other 
presenters pointed out to us, that if you need a 10 year 
timeframe to look at something when you have committed 
MAJON sEesources, to itsyhow, Long tisititesgoing to. take. us to 
look at it if we have not committed any resources, if we 
have got six people working on it instead of 700 or 2,500 
or whatever the other examples happen to have been. 


I think that is one of the major concerns, 
and perhaps you could respond in terms of Hydro's plans 
to expand the commitment in terms of realistically 
looking at demand side options. es 


Mr. Snelson: Okay geliehincothe “vdeatherescf . 
the lead time is the time required to both do the market _ 
research development, market research sort of 
demonstration programs and to build the resources and 
that, stonesorfpthe decisions wthats wel area cokingtat. © and 
now .1S; the; times todooknat it}ed wearstibefore) it is 
required, not the year before it is required. 


Mr esChanmltonsumel understand that. -Sbut-again, 
we have this commitment of staff. Is Hydro going to do 
all of this, looking through) .consultantst.or are, we going 
Co. see ay substantialvexpansiony ain? terms) of the: start 
commitments to the demand side questions? 


Mr. Snelson sq oMn ogkalmern'sudivi sion has get 
programs in the formative stage to undertake further 
market development demonstration programs in this area 
and maybe he would like to comment on his plans. 


Mr, Palmer taehimingal sragtacter GicereaMr: 
Charlton, as well as other just having the resources 
available. Take the time of use experiment that we are 
moving ahead with, one does not need great numbers of 
people or resources. to conduct that. experiment. and 
doubling the number of people or the resources will not 
give us any more information than we are getting now off 
the experiment because customers who are on the 
experiment respond over a number of years and we study 
the ,etfects..,scosthatgatters five on sixyyears wetarelable 
to analyze the results and make some reasonable 
predictions about the place of time of use rates as a 
factor in demand management. 


We. spent, five yearsiine-al pilotestudy- oneacad 
management in Scarborough and Oshawa. Again, covering 
more customers we could not have cut it down to one year. 
5O..you ,have na aquestion ofsetim»ng wiopconsider: 
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You can run more different kinds of 
experiments simultaneously with more resources,* but you 
always have to contend with a timeframe. And it would be 
my very personal observation, because I spend a great 
deal rof pCimé,-with various? U.oS). cut vlat ytorgani zations, 
that there have been several deficiencies so far that are 
endemic to their processes. One was inadequate prior 
research, inadequate study of consumers reactions to 
programs, inadequate cost benefit studies done to tell 
whether there was really a true benefit. Their programs 
have been more aimed at, go out and spend considerable 
money and.see»whether it doescany *gqdgod"or not: 


I think we want to use the time to study 
these questions rather thoroughly and then make the best 
use, ofthe U.S, experlencesand ourn.~owhweinapubbang 
programs out on the street. 


Mr.-Chariton: You have described@for-me 
exactly the problem I am expressing, you‘know/ *-Your 
staff told us clearly three weeks ago that you do not 
have the data base you need. You have described for us a 
number of the specific areas where you are looking to 
improve that data base. We though, okay, well maybe the 
Ministry of Energy is doing some of the stuff that Hydro 
is not doing. So we questioned Ministry of Energy staff 
along the same lines and they described for us three or 
four specific studies they are doing. But in the context 
of what your staff told us about the lack of overall ena 
use data that they do not have that they do need to 
evaluate some of these things that you are Goa Leng about 
so that on the one hand we can know what is out corere, on 
the other hand we can better target some of these 
experiments and demonstrations that we do, and so on and 
so forth, but nobody has yet, after all this discussion, 
doing that major demand management study, the end use 
study that does not exist/in this province’. 


L210, 


Everybody tells us that we cannot properly 
evaluate this, that or the other thing because we do not 
have the data, and I do not see anybody responding to 
that.smtacannotegetyiydrostostel limettheratheysare; 
within the next year or so, going to commence a major end 
use study in this province. I cannot get the ministry to 
tell me. thats stucannoticgetranyhbody te te WAmée+thats 


Mx. Palmer: Well, let me come back to the 
timing issue again, because I think that is critical. 
Let me refer once again to the time of use experiment. 
It is not just a question of resources. The data base is 
not accumlated instantly because we hire 10,000 people to 


Neo 


accumulate a data base. There is a question of timing 
and a ieinevwocher things that’ go with it. 

Me Chiariton: Thewsooner we start tie saoner 
it is done. 


Mie Pasner ee wexecCuly @ eAliC ere COIN) COULG 
use more resources in this area. But senior management 
in the corporation has to ration their resources over all] 
the things that money has to be spent on year by year in 
order to keep the rates at a reasonable level and those 
are major considerations for our senior management, is 
how the resources are to be allocated. 


I also cannot stand if someone says to me 
tomorrow you need 100 more people. I have got to hire 
those people, where, I am not quite sure because it is a 
Hewtareaveslfhey “Nave-got "to receive training. Space has 
to bettoundtore: hen andivsoyon." so" 1 think our pace 
couldtbheraccelerated, “lr that ts what you are asking me. 


Memeo ar eons * =i “hm: 


Me -Paeimer: Sut. GO nmol think 1t can be 
trebled or quadrupled in that kind of measurement. 


Mr Chariton: Well -again, there 1s. two 
things. “One, i guess, "is, as yousput It, accelerating 
the rate at which you identify thése things, but the 
other 1S this outstanding question of data which some of 
your staff have clearly told us they need if they are 
going to "be jable to evaluate Certain things, ana if that 
data base is inadequate--we can see certain aspects of 
that happening but we do not see all of it happening alee 
terms Of data collection. 


Mr. Palmer: Okay. Let me draw attention to 
the interrogatory we responded to. And you will note the 
staff decisions in our marketing operation increased in 
U9S4er roms /PeetOea=proeyectecang00=in I9er. A signiricant 
number of roles coming into the area in which I am in 
charge for the kinds of study and work that we are 
tavking~abouv=nigntshere; 'not-all-otethem but a qood 
number. 


Mre'*Chariton:-- Will we end*up "with a thorough 
and complete energy end use study of the Province of 
Ontario ¢ 

Mo Seles ore= Caner respond to-tiar? 

Mr Ona sCOn-e Ses . 


Myo “Snelson: I think that there’ 1s" a 


Nae 


misunderstanding here of the sort of data that is 
required and-theysorthof.idatasthateit. tsapracti calito 
acquire: Mr, "Duncan Allan ‘clearly *pomitedtouru the. 
problems of grandiose studies that try to look at the 
whole world before they make any decisions. And he 
pointed that by the time you have done the study the 
study. Us tout) of ‘date fanywayLiyoustried toudo it doaituch 
abivat. Once and waite ston ac... 


The way you actually operate in this sort of 
area to go after pieces of the information one at a time, 
make incremental decisions as you go along with the best 
information you have got at the time. And we have told 
you that some of the areas where we are making very 
distinct efforts to obtain those pieces of information 
that we feel are most lacking. ver 


For instance, we have five consultant studies 
going on in, the iandustrialwarea,« whichi4 S:one vom the 
areas of greatest uncertainty. We are employing Mr. 
Tamblin and his people to do better studies and more 
thorough studies of the conservation potential in the 
commercial sector. So we are going after the pieces of 
this information where we see the biggest shortages at 
the moment. And you do not have to wait until you have 
looked at the whole picture before you decide to do 
something somewhere. 


Be) 


Mr. Chariton: I am not suggesting that we 
Shroud d-kwan te. 


Mr. Snelson: NO. 


Mere Char leon :-yelsame suggesting enae 
ultimately we need that total data base. 


Mr. Snelson: », Well,. total data base,,eat never 
exists because by the time you have collected the last 
piece of information thenwyour first paecesiszout of 
date. And it is like the people who are painting the 
fourth railway bridge across the estuary near Edinburgh. 
They have a permanent job. They start at one end and 
they get to the other end, and by the time they get to 
the,other end the spaintsis, fal langroftawhere! they 
Started. 


Pie Cher tons (iWel ty thats a) every awe 
and good .andsthat. tis) al leven true bute twoul dialiker to 
point out to you that when you decide to build a modular 
home you cannot put up the targetted pieces if the 
foundationvis notvalisin andrthattyes,; ifnyvoumde Sarajon 
end use study some of the data may be out of date by the 
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time you get the whole thing finished but you have got a 
foundation there then from which to work instead of zero. 

Mr. McConnell: Mr. Charlton, let me add 
something to the response that you receive. I believe 
one of the earlier people here, a witness, talked about 
ready, fire and then aim. And basically we put a lot of 
emphasis in our presentations to you that we have already 
Started. And we said, if you are going to--and of course 
we have outlined demand management activities that have 
been in place over the century and of course that what we 
are specifically talking about now is an increased 
intensity having to do with incentives that influence 
people's decisions. And that we emphasize that if you, 
in fact, are embarking on a new thrust that we are 
talking about putting our strategy in place first.- We 
are talking about finding out how the people of this 
province feel, how the industry feels, how John Q. Public. 
feels. And we are in that process and we described it to’ 
you. And that means that basically strategy comes first ~ 
LOD  ausasueun val. 


Mra Chariton. Andeateseemseto me, and this 
is the point I am trying. to make, is that end use data is 
part of strategy development. 


Me MeConne kL se Well yecletemes rani sh. oNow, 
when in fact that you know where you stand with regard to 
public acceptance and government acceptance that you in 
sequence then have to develop programs that are going to 
be effective to execute that strategy. And that in order 
to have programs--Mr. Palmer has described to you the 
fact that if you “areésgqoing sto unetacr gam) beiror cmyent spire 
that you have to have sufficient and specific evidence of 
where; in fact, thatwa_programvisagoingutosbe effective. 
You have to identify in definitive terms where your 
opportunitaes sare. | And in ourspresentationsthasemorning 
we described that process having to do with the 
identification of opportunities and the practical 
identification jof how you axre,'going ito proceed sc And 
Hedley has .described that whiseneedsesuchenhiings “as 
Gemonstrationus, Bhat wd on ebact, elead to cap racta call 
understanding of what you can do. 


Now, as far as data »base+is* concerned; if*you 
are wondering do we know how many electric houses, and 
that sort of thing,senat Ssreminepiecesin the province, 
the answer 1S yes... Buty this: mouninguwe paducatedima you 
if you asked us do we know exactly what houses have 
exactly what insultation in them then that becomes 
another question. For example, we have identified a 
potential opportunity that we know that industry has 
processes in place thoughout the province that use large 
motors. Now, we know that some of these run at constant 
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speed and they are not throttled but we know that some of 
the others in fact have throttling devices in them. We 
also know there is a new technology where we could 
introduce variable speed motors, alternating current 
motors. And it is not enough to know how many motors are 
there and how much power they are driving. That 
basically means that that is an agonizing data process to 
go out there and find out what the real potential is 
before you embark on a half cocked program to find out 
whether in fact that these are economic opportunities or 
whether it is just a new installation that you want to 
put variable speed motors on. 


And in terms of customer research that Hedley 
referred to you have to examine those opportunities. 
Whereas the strategy is proceeding, and we have indicated 
to you when we hope to have it in place by the end of 
next year, we have already jumped the gun and started 
moving on futhering the data base. And those pi Lou 
programs are already underway, as Hedley has described. 


$220 


Now thirdly, once you have decided what your 
Strategy is and once you have identified what your 
program opportunities are and you are going to implement 
thempyiit wehati that’ point-that’yetpMin~tact, expand the 
number of employees that you have got to help deliver the 
program. And it is at that point that you need the 
Langeruresources. “"Yow°ds not “want “to GO Off Half cocked. 


Mree Chariton: "Okay.” *Somthat answers. the 


questwomathay Dioriginally faskedt®. 


Mr. McConnell: People that are hanging 


around all over the place not doing something useful. 


; ] > ...which is when can we expect 
to see Hydro making those kinds of commitments. You are 
Saying that when you have got the plan in Dlacesin Sloe 7 
is when you will make the decisions about expanding that 
Side of Hydro's staff resources commitments. 


Mr. McConnell: When we have the strategy in 
place ineros7pvatter*that. 


: Okay. That is the question I 
Originally asked and now I have got the answer. Now we 
can move on. 


I think this next question flows out of the 
question that I just asked and it is--again, I am 
referring to Mr. Snelson's presentation and to the first 
paragraph on page 13. 


N-—50 


Mr. Chairman: Mr. Charlton, I do not want to 
interrupt your train of thought, but I remind you that we 
were wLryingsto~-focussoneMrs Campbeli's Guest ier -prier™ to 
his departure. 


Mra Chariton, deundéerstandetrhar. let thank; 
though, the important thing to the committee is for the 
committee to ask the questions that it ultimately wants 
LOnaSk- 


Mr. Ashe: Surely the idea behind that, 
though, was that if there was others we could go around 
egein,g types ofsthing. 


Mie (Char ton: 6 Aue nightie phat is 
important to others then I am prepared to step aside well 
others ask Mr. Campbell questions so that he can go and 
ehenalewidd scontdnue. eels, hati ade? 


My. Char rman eves. 
Mr Charlton:a Well? myiquestidnutor you is 


somewhat dependent on the answers I get to the other 
Sues ons esSool tare <6} 


A speaker vanThate isawhiyehel iis leaving. 


Mr. Chairman: Keeping that in mind can we 
move to Mr. McGuigan. quickly, Mr..Ahse and Mr. Haggerty. 


Mr. McGuigan: Thank you, Mr. Chairman. 


I think we all agree that there are part’ -of 
the things to the economy, if we can say waste. And one 
of the wasteful things that has been presented to us is 
the apartment building that had no incentive for the 
tenants +lLoOssave electricity«. yAndta *haverhadysome 
experience with tenants because I managed a number of 
homes for a few years and I know that there are problems 
with having separate bills. You end up sometimes with 
people paying their rent but they do not pay the hyaroy 
And then a few days down the road Hydro is there 
threatening stotcut, ofm the chyduemand tyau tdet) into fam 
sorts of problems that can better be solved by having one 
payment because people tend to make the one payment and 
they will not make three payments. 


But nevertheless, we need to attack this 
issue and it seems to me the worst way to attack it is by 
mandates saying buildings have to be operated in such a 
manner. And there was a view expressed by the Energy Pro 
people that.1I thought. was pretty good.,And*that was, 
their view was that you put hydro on the same basis as 
natural,-gas utilities, pay, interestecrado citeback#to the 
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owners. And you simply get rid of the so-called 
subsidies thatithey tealk fabout dingthe systems *¥ou7go ttc 
a market price and then you allow the market to: make 
thosemdees stons*themselvese ob gust twonder ywhat. your “sort 
oftreactiom would she cto ethatyisort fol a stheory. ebtcis a 
fundamental change in the way you operate, but it would 
also be a fundamental change for Ontario to mandate 
buildings to be made and landlords to operate in a 
certain wayen You have sort of igot) the.questiomiofh-raeyou 
are going to accomplish conservation which of those two 
ophionssde youtthinkomiont bette > 1% 


tea 


Mis “Campbeds 's.cWell,: MinveChatonan,» if de can 
answer that briefly. We are very much in favour of more 
efficient energy use and Mr. McGuigan pointed out a very 
good example. A lot of commercial apartment buildings 
could improve their energy use. Now, increasing prices ; 
have been an incentive for that and I think we could give 
you lots of examples where we are working with commercial 
userentougreatlyeneduce their enérgyecoses+— So that is a 
highapraionity withsusi. 


Having; said that; I think*® that, ‘somevof- the 
evidence that the committee has heard from other 
jurisdictions may indicate that there are easier gains to 
be made than we have here. For example, I was looking at 
the testimony from people from the west coast, U.S. west 
coast. pWell, hb was reducatedvout pin the west coast 
Canada, in British Columbia, and that was a long time 
ago. It was in the 1950s. And I remember that a house 
atebhatst dmescostigabout! halivot Ontario. "-One. of the 
reasons itsecost halfvit had’ no--it'was a typical house on 
Vancouver Island. It had no furnace and it was put out 
of B.C. lumber and no insulation and no storm windows. 
And electric heat at that time, because it’ was the 
cheapest form. And that was true in British Columbia. 
And it was more true the further south you got. So if 
you went into Washington State, where I used to go down 
to ski, or down to Oregon and California, it had no 
insulation, no storm windows, nothing like that. 


Now then the American utilities encouraged 
electric heating with no standards for insulation. That 
never happened here. We had always standards for 
electrically heated. And then it increased over the 
years. And so we already have in Canada a very, very 
highwhevedipofebuildingteftict#encys CAnaT sof course, 
utilities who have neglected that in the past--and that 
is by and large true for the United States, and 
especially for the west coast. You do not come in and 
Say, hey, we have this wonderful new program of 
efficiency and you had better learn from it. Well, we 
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And so what I am saying is--I am not putting 
thaGroown. seltichs. cimpontantiastuse« buiv taindi cat esittiiat 
the experience in one area does not necessary epply to 
another area. 


But, as Mr. McGuigan pointed out, some of the 
commercial areas are probably--most of them, I think most 
Canadians have their houses pretty well insulated and the 
fact--maybe if their problems that are emerging now are 
that some of them are too well sealed and they are 
getting problems with air quality and rate on gas and all 
sorts of stuff, formaldahyde stuff. But commercially no 
question. 

Now to deal with the problem of the 
suggestions made that the way to force people to 
introduce efficiency is to jack the prices’ way up, 
through taxation or whatever. I reject that and I 
believe that our customers, industrial and 
residential/commercial, over 90% would reject that gladly 
out of hand. They would say, we are all for efficiency 
Dbut.we -haveto -have,aschoicevandydownotiaimpose frticonuaws. 
Because by doing that you are really using a sledge 
hammer to hit a tack because the higher cost of 
electricity would be so damaging to our industries, anda 
would create such unemployment here if some of those 
schemes were carried out of adding, we have heard as much 
aS,00% 20f the .cost .otselectricity  syvourqiet faskwary 
businesman in your area what that would do. And what we 
hear, and we have this from customers is most of them say 
it .would .put,-us -out).<of business sacSo ‘ves zuwe) would not 
have to worry about growth because we would not have it. 
We would not have any employment. So we would 
categorically arejectisbhe -.deasof taxing sellectricity A252 
think, «ut bas-—it. has «otscheen=thoughtwchrough.» |), Les.would 
be turning our back on 80 years of policy that has made 
Ontario the industrial centre of Canada if we started 
EaCeLlcs 1 ike Tc nac. 


The whole reason for forming Hydro as a 
public corporation was to get away from that, to have 
power at cost. And that has been what has build the 
strength that has built Ontario, the Ontario economy. 

And, «lL. .bhaink i G-woudd? bemveryi i bia jadvisedithor turn ourtiback 
on that,..pol icy. 


dens Q 


Mr. McGuigan: The apartment I live in here 
in. Toronto nwasebvueitedty wis think 7 abouteeoiocu. Ttisstne 


oldubaton sastore SO 1. 1s. not: too longvago that it) was 
built. But the whole frontage, the two rooms that face 
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outside are glass, the entire distance, and single glass 
too.jcjAnd (bh -youeturm ithetheat off hintihawerpl acenimithe 
wantentbimey woulknow guste migminuties sw ees coldieneSo it 
Cannot swbeniveny,Jiveny eipiucventMevenRthoucgh elteis*burle 
just in the last few years. How would you come to these 
people to, inducenthem efficiency ifawe ‘ane nctdgoing sre 
do ahteby: price? 


Mr. Campbell: Well, we think at the prices 


that we have today there are strong incentives for owners 
of commercial properties that are really concerned about 
their balance sheet should be looking at greater 
efficiencies, and we have the technical people and we 
will test for airtightness and that kind of thing, we 
will give them an efficiency reading and we will show 
them how to use things like better insulation, better 
windows, better heat pumps, that kind .of thing, that: they 
can achieve very, very high efficiencies. But what we 
are told: ismthat)iismiine. That! wsitieltway went ke ein, 
but. doo rict. try andiimpose ittionr iis? 


MeiwPaimeny Mr. 9McGuiganpeiedo- note thank 
the smers: fase otal Ey. disparaging SsituaPionin Ontario: 
There has been an increasing trend, going back to the 
1960s, of improved levels of insulation in residental and 
commercial buildings. And while not every building that 
is built is as good as we would hope it would be as 
citizens that the numbers of buildings being constructed 
today on a comparative basis set a very high standard 
across North America. 


And those buildings in which Hydro becomes 
involved, in use of heat pumps and so on, certainly a 
major component in our discussions with the developer and 
the consulting engineers in the adequate use of 
insulation techniques. We have been known to back away 
from buildings where we were unable to convince the 
developer of what we thought was cE Giants and adequate 
forqan cemt tenent rhuavcine: 


Mr. McGuigan: I have insultated my own homes 
and other buildings thatmieelookmatter@andeitukind of 


bothers me that in the building in downtown Toronto, for 
which the government pays the rent--it does not cost me 
anything, the government pays the rent. But I suppose 
most of the people living in those type of apartments 
pass it on, either to the government or to a-company, so 
it does not affect them. There is a partacu@ar, bleck of 
energy that I think is being, you know, badly wasted to 
the detriment of Ontario's economy because this 
eventually gets passed through to the customers of our 
products, whether it is wood or whatever, you know. 


MePalmer Webi, ahithinkeGh agree with “your 


Nooo 


point. I just wanted to comment it is not all negative. 
The standard generally is becoming quite high. 

Mr oe Campbe LP -"And “we “favour that = 9-2) edo 16 
want to give any wrong impression. We certainly favour 
more?’@ftricient use of that” and? 1° think you can Vook* for 
us to increase our public awareness campaign, our 
advertising on that efficiency. And we have the services 
but probably we have to do a better job of making people 
aware that they are there. 


Mr. McGuigan: Just one final comment here. 


Mr. Campbell: There is a good opportunity, 
by the way, in the apartments that the government now 
owns, the Cadillac-Fairview apartments. There is about, 
wiats,. how imarnyy2 -O00Mof as? 


Po Soecaker: SAbouc 1,007 
Mr. Campbell: I used to live in one of them 


and it was like your suggestion that when the wind blew 
in the wintertime the windows would be closed but the 
curtains would be blowing out like those there. So there 
is great opportunity in some places like that to improve 
efficiency. I hope the government will set a good 
example. 


Mr. McGuigan: As a businessperson whenever 
somebody tried to impose extra costs on me I scream that 
Li TS oGoung -totend=my “business: toot B*ama imtere bit 
jaded about whether or not that is actually true or not. 


Well; our customers’tell@us 
that they can absorb measured costs, ‘such as’ the 4.9% 
that we are predicting for next year, but they would get 
prettyrupset af we started ‘to say it was going to be in 
the area that some of our critics have HGS OS, they 
Shou Lae 
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Mr. Chairman: Thank you, Mr. McGuigan. 

Mr. Ashe. 

Mr; Ashe  eaThank-you,. “Mes iChaarman. 

I actually have three points. The more 
significant one‘tin®*terms of “length does not involve, 
probably, MrwiCanipbebi ois0o iwi lt teaver rorrthe next 


+ame around.e buc thelist’ tCworlk haverdo involve ham 
before he leaves. 
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One is maybe clarification of an answer I 
think you gave: much earlier; sprobably, \ Ij guess; 9 it» was)in 
thet discussion wathwMrz.Shymkonm' oBute I thinkethat the 
Hansard record will end up saying that you said, and I 
will paraphrase, the Hydro board runs the day to day 
operation of Ontario Hydro. Now, maybe that is what I 
heard, maybe that is what you said. Maybe that is not 
quite what you said or quite what you meant. It is not 
my understanding of a board of directors so I think the 
record should be clear. 


My understanding that the board of directors 
is to, ot course, Haver polwvey review, policy direction, 
reported to from time to time and then it is the role of 
the president, followed by the administration, to "do the 
day to day operations of Ontario Hydro." Maybe we-could 
get either my thinking clarified or the record clarified. 


You are quite might ; Mr. “Ashe. _ 
i= ‘showld leer ee chaterand T thank? you for the opportunity 
because when I said the day to day I was comparing it to 
the kind of direction that the government might give. 
For example, on broad policy the government gives 
direction. The Hydro board, the day to day would not be 
a good ‘term: 2 

Mr. sAshe: I think*thateis *what ithesrecord 
will show. 


MreeCempbell: «Yes; abderight.babut Ltetdme 
give some examples then. The Hydro board, for example, 
set. the wateqwhichiwe .arervasking! fon hos ror a4 noe iene 
government did not give a directive on that. However, in 
terms of building Darlington the government--or delaying 
Darlington or cancelling Darlington, that: is a major 
policy issue the government will give a direction on that 
and you are quite right. And the day to day management 
of the corporation, that is the responsibility of the 
president and senior executives of the corporation. 


But within the kind of policy framework laid 
down by the board--and they work, of course, within’ the 
policy framework laid down by the government. That is 
eaccurates 


Mr Ashe: Okay) “Well, ~Pramtdoingttoeces a 
kickback from Mr. Franklin later because I just clarified 
haseyob frolet 


The one other one then that involves a 
question probably better posed to Mr. Campbell than 
anyone else. We have heard reference, I think 
particularly again this morning--I think you referred to 
it if not others--about the relative strength of the 
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economy the last three years, which of course has been 
coming out of the downturn in the economy which had to be 
expected,, itawas qust..aemattier.of<thes when and -how long. 
But the further impetus that would appear now that is on 
the horizon that, I think you used the term mini boom 
that would last many years. 


Mr. Campbell: Super boom, I think, Mr. Ashe. 


Mr. Ashe: Okay, super boom was even better. 


Mr... Campbell: .+Thatewwassnot my term, I was 


quoting the Data Resources report. 
Mr AShets .Okaya 
Mr. Haggerty: Must be the change in 


government in Ontario. 


Mes ASHe pnd naactual< fact. I-thankssocretal 
Study and that report will show it was the excellent 
policy that was put into place prior to last June. By 
anyway, that is fine. We can argue about that one on 
another day. 


But my question is: do you see, if the kind 
of trend of the last three years, further accelerated by 
that boom that seems to be there and imminent and will 
probably grow, do you see not only the completion of 
Darlington units 3 as being imperative to meet a reliable 
electrical need, but do, you see, at this time, the 
possibility of coming back to the government and saying, 
hey, we have to accelerated units 3 and 4. In other 
words, complete them prior to 1991.and.1992, as now 
scheduled, to guarantee the security of supply and to 
cope with this boom that is now with us? 


Mr. Campbell: We have said last fall that 
the completion of Darlington was necessary to meet the 
load growth in an economic way. There are two factors 
that have made that more critical. 


One is the lower level of emissions that 
were--control that was imposed on us by the Ministry of 
Environment after this select committee met last fall. 
So that makes it more necessary to have Darlington on 
SLLeam. 
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The, .other, is. the.incneasingr7Ih wassigakng» bo 
say. risk, but 1 should not say.that--opportunitys for 
higher growth in this province than we expected. But the 
good times are on us and we have to try to cope with 


them. 


So both those reasons would emphasize that 
Darlington is required and is required to meet both the 
low growth and emission requirements. Otherwise we would 
talk to you about the cost penalties involved in kind of 
alternative scenario, very, very heavy cost on our 
competitive position. 


Ourlestimate right iow is“that-completing 
Darlington on schedule would enable us to do that, but 
speeding up Darlington units three and four would not be 
strictly necessary from the point of view of meeting the 
low growth or emission requirements. However, we 
have--the preliminary view we have on that is that 
speeding them up somewhat would result in lower cost, 
because any major construction project, the sooner you 
cam complere it; sthe less cost atwerpye to the 
customers. 


MresAshe> /MyYmern wouldtcentaintyrcorrect, vou 
on that one. 


Mr. Campbell: There would be an economic 


advantage. But there would not be... 


Mr. Ashe: If my memory serves me correctly, 
I think we had testimony that it was estimated $100 


million per year per unit and to advance that. So two 
units six months each would be $100 million, presuming 
that it is the same. I think that was the guesstimate, 


and Weappreciate it’ was only thet 


wa Mr -tehasemanyp ton. this sues on 
we could come back to the committee with the written 
documents to give you some information on that if you 
would like. We do not have anything at our fingertips 
right now because we did not anticipate wes question. 
But we could send you something. 


MierAshe 8) Well, vhbado not tchanie.frankiin ities 
necessary for my purposes. I think the point I am making 
is that, you know, some people have only stats the other 
way, and I think we may end up or could end up with a 
scenario that suggests acceleration and not deceleration 
areranetheybestrinterestsiofsthisbprovince:. 


Me Campbpe Tier  Cerveiniy, (Mev rOhnai rman the 
other matter that I mentioned that the growth that we are 
now experiencing makes our problems of getting 
transmission lines more serious. Of the two that is an 
even more serious problem, because that is here now. We 
have locked in power--in the ice storm in March, we lost 
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our 500KV line from Bruce and we had to cut off some 
industrial customers. We had to import power from 
Michigan, and we are getting complaints from our -. 
industrial customers on that,* and@thereis-arcost to 
that. I mentioned the cost to Honda, that they say one 
second will destroy 70 cars on the assembly line. They 
have to be scrappéd.: That Dupont’ says “an “hour “down will 
mean that their big new nylon plant is out of commission 
for a week. And our customers are increasingly getting 
eoneernedsabout  rebrabrlity down sthere. = Sorthat “is ta 
serious area. 


MrésMeCenne is ea Met eAshey IVthinks juse-to 
make sure we do not mislead the committee--I agree and 
understand the spirit of your observation and of course 
that we do have ongoing reviews in our planning process, 
andsethesrealbipyshstthat the lopportumity "for arise towadvance 
Darlington units is very minimal in terms of units three .. 
and» four. “And so-=with’ in* fact that *wefindvoursel ves “in 
a box. The advancement of Darlington three and four is 
not destined to help us very much. We would be under 
greaterrepressure (2h chhat joccurredetovbring@somenof our 
coal -fFedtplantsxback*into services and of ‘course that 
would put us under pressure with regard to acid gas 
emissions. 


MrerAshe:euThank you) MrveChairmanye"As fT 
say, *h havewanotherarea 2ibutviat cam wait ‘unt rie the’ next 
time around. 


Mr. Chairman: Before we move to Mr. 
Haggerty, I have one supplementary on your question--your 
point of reliability--you made the point, and you used 
the example of Honda, of the tremendous losses, economic 
losses they could sustain as a result of a one- second 
interruption; iethinkeyou said: 


Min Gampbe Tt seeves® 
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Me SCs rian es’ aDosyourtuhrnkwaspubli @Suci LPiry 
should be building supply strength and distribution 
strength toathat kindtofficriteria? 


Mr Camppek) --iWela)? F*think? if "we Sere 
serious about being a--remaining an industrial power, we 
have»to meet the demands+ofsourandustriesi.ori they?wilt: 
find someplace else to go. 


The General Motors investment in Oshawa, they 
are putting $2 billion to build the most modern, most 
automated: car-iplants inrthe world, and Honda is’ a 
relatively small investment compared to that. And if 
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thateis the price ofan outage satimHonda,: you could 
extrapolate what the effect on GM might have. And one of 
the great economic advantages that we have had iis - 
reliable low-cost power. 


Our customers ‘tellius reliability: is more 
important yuthanncostiue Costpismimportentbum meldab Slity 
is more important, and they will pay more for 
reliability.«)<«Sochethink oumathatiourcwhoRe inddstrial 
space has been built on that advantage. We do not have 
an advantage of climate. There are lots of ways we do 
not have advantages. That is one we do, and I would say 
thatythat) is very, very important: “And our! customers 
teblousmihat). <itkemo0s. 


Mr. Chairman: Considering the fact that the 
costs of building to that kind of criteria are going to 
be borne by everybody, would a no-loser's test win on 
that kind of scenario? 


Mr. McConnell: Mr. Andrewes, perhaps I 
could--you have raised a question which is one of our 
favourite subjects. In 1968, Ontario Hydro led the world 
in going out and getting data having to do with what we 
call the "customer damage function". And what we mean by 
that is that if we interrupt our customers for a second 
or a minute or an hour or a day, we evaluated for all of 
our customers what the cost was to the customers of our 
failure to provide service, whether they were momentary 
interruptions or sustained interruptions. And with that 
data bank we developed, in 1977, a reliability 
specification that would minimize the total cost of 
society, all of our customers as well as our cost, to 
put, those caciiitvessinto phace? 


And from that--and this was called the SEPR 
study, which was a System Expansion Program Review, and 
we developed a reliability specification of 25-system 
minutes and certain specifications about the duration and 
frequency of momentary and longer-term interruptions. It 
happens: that ne other utility in the United States has 
ever done anything quite extensively, and so the whole of 
North America uses Ontario Hydro data quite regularly in 
terms of the reliability evaluations because they have 
not actually done that themselves. 


Piwould 7Prkenta just ®addla 
couple of points. Surveys we have done indicate that the 
customers who value our reliability highest are not the 
industrial customers but are the farmers. And I think 
you are aware a lot of operations that can be wiped out 
by power shortages. So you are not just building for the 
Hondas and the General Motors. You are building for a 
very broad cross-section of the population, and of course 
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then you have got the question of public safety 
Genera bay, 

The other thing is that we have got ‘test imony 
from people like Dupont who say they have located in 
Ontario specifically because of reitabpiicvyvecest *us 
important, but they have located here because of 
reliability. And I can tell you horror stories about the 
plants that they have in places with less reliable power. 
So it is not just a co-incidence that Ontario is getting 
a lot of high-tech industrial development. 


One of Lhe reasons sis ireltabilitya. So ..tewe 
turn our back on that, I think that would be a major, 
Manos SrGOr pf 

Mr. Chairman: I do not take anything away 
from the point about reliability, particularly--I am one | 
of those farmers that is very much aware’of your 
reliability. But at the same time, when we talk about a 
no-loser’s test. where all the participants in the system 
pay, for the, cost.of that reliability, can,the apartment 
dweller in downtown Toronto rationalize why they should 
pay paru.,oL the (cost honebui hding ya esystemfthat listwithin 
one second of reliability to Ontario Hydro to Honda? 
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The people in downtown 
apartment buildings have elevators, and they do not like 
getting stuck in them, and so I think everybody has an 
INCEnESE sInAtLALS. onAnd sehecothenit hemgeaboutert al. 


Mr. Chairman: The second I do not think they 
would mind. 


Mr. Campbell: Thezother thing is that--the 
other thing we have in this whole thing in terms of 


reliabilityeis thatetheacost@istnotiaust icaliculated in 
terms,of .rebiabid ey Lo .oumbindustraal jand! ours farm 
customers. The consultation we have had with all our 
customers, indicate that the public that we deal with tell 
us that they want to have an extra reserve for 
reliability and they are prepared to pay more for it. 
They have .distincely ssarduthat. thatlisconecthing they 
will pay more,f£or,. ispreluabidity, andimaits does noteworry 
them if we have reserve capacity because they say if you 
are not USINGs<it .vourselsiyou. can simofact rent that ont. 
You can export that power until we need it ourselves. 


But they want) to uhaverthats nehyabiia ty ward 
they want to have that reserve, and we get that from our 
industrial customers, our farm customers and our 
individual home customers as well. Of course with the 
advent of computers and so forth, it becomes even more 
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important because a lot of--for example, small 
businesses, doctors now, have all their records on 
computers sand they cannot afford ‘tomhave backup power 
systems on their own. But if the power goes down, they 
will often lose a whole lot of valuable stuff. And so I 
think if anything, reliability is getting more important 
in a high-tech environment than it used to be 25 or 30 
years 4ago« 


Because;,, forvexample,; in our ‘auto plants; 
what happens with Honda, is the robots, if they are cut 
off, they will weld in the wrong spot and that ruins the 
cars 


Mr McConnell: Perhaps, Mr. Chairmam to 
bring an example closer to home, that is, to you);or I 
OuDare la abalitey «3 Sonotysompert ectitthatiiour hospitals and 
SO on can afford to be without some emergency power. 


Mew daogertyvss They ustaliycarry.at~ 
Moen MeConne IGae But 28torvones-? tivin wachon an 


operating table, you know, having a heart operation, I do 
not really want to rely upon that diesel that that 
hospital has. So that these standards that we have got 
penetrate anto all walks of life and are not just 
benefiting the industries, but they axe benefiting you 
and olasmerdinary: citicens® 

Now, certainly in your house, if you have an 
interruption »ofspower fora 'shért time, normally that 
would not be critical. So you have to have these 
Standards, because in a bulk power system in which 
everybody enjoys the economy as a result of dering rovas 4 
whole, you have to consider all your customers in order 
to arrive at those standards. 


Mow Charlton *@cb6atne munipal Mt PLieves win 
the province meet your standards in terms of ‘the delivery 
systems? 


MrewMeConne Lie eee ewhich’? 
Mr. Charlton: They meet your reliability 


standards in terms of their delivery systems. 
Mr MeConne rhs GWhich®utititives? 


Mri Chae bon: pvihebmunici pa wiuea) bthes ptt he 
people that serve my house. 


Mee MoConne i): The standard of reliability 


in North America is in fact generally in the same 
ballpark as Ontario Hydro's, Now, there are exceptions 
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to this. It would be too expensive in the Province of 
Quebec to meet our standards of reliability, and the 
reason for that is that we are part of the eastern. North 
American electrical system. 


Tuere are four major scystems in North 
America: eastern North America, western North America, 
Texas and Quebec. And generally speaking, Quebec is the 
only exception in Canada... 


Mr Chariton: No, no, no. My question was, 
though-~you have got a reliability standard which keeps 
the power in the transmission lines. Is the same level of 
reliability available in the municipal utility delivery 
system? 

Mie Meconmne On, now hi ewanrs we ratonthat 
is no, that on the average that the rela, lL Gry wcouetle 
bulk power system would be about 20% of the customer 
outegée “and that the “cause of ‘outages due to ‘our 
customers, about) 80% of itis “involved in the 
distribution system. So, by and large, both of those 
things contribute to loss or electricity. 


Slpapa ke 


In the case of our industry, they hook--the 
farge industraes In which powerssupply isucritical, they 
hook directly onto a bulk power system, enjoy that higher 
reliability and pay for added connection--facilities. 


Mare Canppe iy See at, extra expense to 


themselves being hooked on in two different locations to 
our bulk power system, two different transformer stations 
because Sit “was so important “for thematoeqer reliable 
power. 


Meee LCOn es SUL ttm peinGet Ss, sander. oes 
back to the Chairman's question, that the average 
residential consumer, then, does not get the same level 
ois réelvebaveyeas-OUr major Inoustry does. 


Mr McConnell But they both pay the same 


rates for what comes out of the bulk electricity system. 


I think we are talking maybe 
about different things here, because you are running a 
municipal utility the large cause of outages are 
laghtnang=strikes® or’ freeze-over transmission lines, and 
that i1se0fCenGa@lecaltzedekind=or thing, sAnd there is 
not avdokrt vou can dostocimproveson- that, but IT think if 
youlare-talking-about=allowing-our-bulk system to get | 
unreliable you are talking about major economic 
dislocation for the whole province. Because a local 
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system, if the lights are out in your house the chances 
are it is in a very small area around you with some 
branches down over some wires. It does not have a. large 
economic’ impact: onthe province. Butea fooum system 
starts! toi geteschaky,ewatch? out! 


Mr. Chairman:)..Canel comexback+toumy, question 
on the no-loser's test before we lose Mr. Campbell? You 
have asked us a question as a committee to comment on the 
use of the no-loser'’s test on the demand side: 


Now, I do not know whether I heard an answer 
to my question about whether or not you used the 
no-loser's test. on the. supply side in that speciire 
instance of@eihesreliability "factor toxvthat shondafplant: 


Mow Canpbel is iwelljruLthinkebvasaying ithat 
our objective is, and this is a generally agreed 
objective in North America, we should have a 25% reserve 
Capacity, is an inherent decision that reliability is 
important and is something that we are prepared to pay 
for. And Igthink it. ds not Kagquestionmed-appiivine: 4a 
no=loOser!s test..on. thaty, atime! alquestioniofean 
assumption of what it requires to do business. Because, 
for example, if we decided to go on a lower level on 
that, cut it too fine, we could find ourselves being cut 
off from our American--both sales and purchasing. 


I found it out in March it is Americans who 
help keep our lights on in Ontario. So those connections 
are valuable to us and we have to have reserves. So what 
we are saying is it is written--those kinds of questions 
Srennrealiv nore ine power .e 


Mr. Chairman: You make it tougher: for us to 
answer, your question’. 


Mr. McConnell: Well, Mr. Andrewes, do we 
specifically apply a no-loser's test having to do with 
buikselectricity supply? And thew answers 4.55 nos: weaido 
not. We attempt to provide a.uniform reliability torall 
of our customers. From the point of view of delivery 
from our bulk power system, that is our desire, to 
provide that standard of reliability to all customers at 
anvequal® rat ex. 


Mr. Campped i: If the committee is 
interested in explorang,»sMr, Chaarmany the question of 
reliability--I gave a copy of this to some members of the 
committee I think last fall--but focusing on this 
question of how important reliability is. You know, one 
of our employees comes from India and brought back with 
him a copy of The Times of India with an article on the 
reliability of their system and the effect that that has. 
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I think if anybody is looking at just how 
important reliability is, I really commend you to read 
that article, and I could make it available to you. 


Mr. palmer: Concerning municipal utilities, 
I think there is an interesting observation to be made 
about reliability. Really all of them have local 
electric commissioners, and they can; in their 
interchange with their own customers, to some degree 
determine what level of reliability they want in their 
local distribution system. So that one does find some 
difference in local reliability as you move around the 
pERovince,f-buts thatedisse matter: of “local option to a very 
large degree. - 
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So I think that is a factor when you think in’ 
terms of--we made no attempt to insist that each 
municipality in the province offers in its own 
distribution system the same level of reliability as any 
other. That is something the local management and 
Commission can decide. 


Mr. Chairman: We move to Mr. Haggerty with a 
question to Mr. Campbell. You just returned in time. 


>: I was interested, Mr. 
Chairman, in Mr. Campbell's comments on page 4: 


"Considering some of the barriers to 
electrical efficiencies, we've identified, we must be 
realistic about the speed in which new efficiencies can 
be implemented. We'll need compromise and Support on 
matters like changes and rate design and patterns of 
electrical use. But the Demand/Supply Options Study wail 
indicate our potential in these areas." a 


And we have had witnesses appear before the 
committee, but I thought perhaps we should be looking 
back--I suppose when we look with discussions of end use 
and efficiency sand that, eyouccanago: bachkitouthettask 
force. report. dune [2-73 wtharee lWithigke they had dindicated 
end use--we had the select committee on Ontario Hydro in 
'75 or '76, and we talked about efficiency at that time. 
In fact I think one of the comments was that Ontario 
Hydro change its planning process to emphasize meeting 
Ontario's electrical energy needs after implementation of 
conservation and load management programs with a minimum 
amount of new generation that is consistent with sound 
planning. 
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You know, we come and set conservation, and 
we have seen it in the Royal Commission Electrical Power 
too have indicated that el. thankein tthephorter. Commission 
report indicated end use and efficiency in that’ areéa. 
Now,, Oe this. pagei ats saysudpiWe are coilngs toplmoktatia 
study in demand/supply offsets" and other terminology I 
guess for end use and conservation and so forth in it. 
But there is another study to that. 


The question, you know, comes down in your 
comments to Mr. Ashe was that--the question was one and 
two of Darlington. Yes, there is a demand for that now. 
I think we could all agree upon that. But the question 
about 3 and 4--and it has been a long time to get back to 
this question, but you made some comments and I’ was not 
quite sure just what it was. You indicated» "I do. not 
think we need 3 and 4 to advance it.to,an early stage, we 
Can Geta byuwitbathar.. 


And thesquestaoniis;a1 suppose,oat we..would 
have had Hydro or the Ministry of Energy--perhaps I 
Should put it that way--that did not provide the dialogue 
with Hydro or suggestions that you should follow out with 
that study on end use at that time, perhaps would there 
have been a need for Darlington. this\.soon, even!) one and 
two, if we would have had that study or further 
implementations on efficiency and electrical use? 


We know that you went into the area 
of--Hydro went in the area of insulation, home 
insulation; there is no doubt about that. Because that 
was one of your selling points for electrical use in 
heating homes, for heating purposes. 


Mr. Campbell]: Well, we believe that there 
has been great progress, and I think we can demonstrate 
great progress made in more efficient use of electricity. 
The federal government, with the co-operation of the 
provinces, had their energy subsidy programs ‘for home 
insulation and their off-oil programs and that kind of 
thing. And the Ontario government had its programe to, fix 
up your.older homes and that=kindiofothing. “There has 
been an immense amount done in Ontario. 

Now, I am not saying there could be more 
done, but we do not believe that there could be any 
Substantial changes from the pattern we are having now, 
and I point out that we are counting on future Savings of 
the equivalent of another Darlington and further 
efficiency... 


Mr4a=Haggertv:. .Oneawhatobasis? 
Mi, Campbell: ..Funther, efficiency. 
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Mr. Sraccéerhy,; ecOntwetiverency tard 


conservation. = 


Mr. Campbell: And perhaps two Darlingtons in 
the next 15 years, if--we believe we can count on one 
with existing incentives in place, prices and so forth. 
We think we may get another one by extraordinary time and 
efforts that we might make with incentives. 


PSO 


But what I was referring to in the passage 
that you quoted back to me, one example of that example 
was seasonal rates, which were introduced, beliéve it or 
not, as an efficiency measure. We were urged to do that 
by a number of quarters including the energy board. And 
we proposed to study that and got pretty roundly 
criticized, ;I would say--that is putting it mildly--by 
people like Mr. Gordon-- 


Mr =. CurecatzcrNoteouuridim 


Mle-sin gnorchernLonvar ie; wand it 
became very clear that that just was not acceptable to 
the "public, justenoteacceptable ws Andi that @was an 
efficiency measure and we could demonstrate that you 
could get significant savings of power. But the public 
were not ready. They did not want-- 


I am surprised that a 
northerner could not sell them that-- 


Mr. Campbells «:Thedpublwverdid notMeven want 
to discuss itysand J-cansshowy yoni aifewlscarsion®that 


issue, and so we said, by popular demand, that’ is one the 
publiceis not even ready to consider. “And so that ais the 
kind of problem that I was referring to there, that the 
theoretical kinds of changes you can make in ‘rates are 
not always acceptable... And the other one, of course, is 
time abuse, and there again, by popular demand of 
industry and our customers and municipal utilities, we 
were studying that and they said give us a three-year 
moratorium on that. We do not want anything introduced 
therefor threceyearsmunt riiithey vhave teimestordigest 
Chatty 


Now, we think that there is great promise in 
Eame-of-use+ ratessethates 67d day/night@and thathkind of 
thing, and we think that will not offend northern 
Ontario. But again our industry and our municipal people 
are very skeptical, and I come back to this question that 
we are told very clearly, like 90:10 is that do not 
impose things,on uSae It is veabhrright toi thave a \procram 
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and it (is afl right to*provide ancent rves) bub tread very 
carefully tn bourvscoelrety dt tivou tare -goinguco SG eak new 
STIUCLC ULES 


Mr Ashes. /Soundsns li Ketel 4.eo “me: 


Mz, Haggerty oiWwell, wo tgowback? > /hink- when 


you look at what your suggestion there is, you know, that 
you are going to have another task force within Hydro, I 
Suppose, on supply/demand options and that, you know, and 
them question as:* whos going to’ give you the 

adrrect tons; then,’ to carry out your findings on that 


Is it going to be the Minister of Energy, or 
is it going to be a committee on energy? Or the point 
is, what are your recommendations, you know, to carryout 
these things does it have to be done by legislation? 


Mr. Campbell: We have said--it does not 
require legislation--but we have said it has to have two 
ingredients. It is so important for the economic future 
of Ontario that it should have the support generally of 
the public and specifically of the government. Now the 
government can consult, a committee like this or 
whatevers-we: willo consults themigqladly; but! ati would 
certainly have to have the support of the government. 
And presumably they would not do anything that they did 
notiazeciahad—— 


Mr Haggerty: wel», oe was my point when I 


was quoting the comment from a select committee in 1975 
or '76. We suggested that, but it had not been carried 
Out. “a think) Hydro had’ carrredeat- out to a certain 
degree to their mandate, but really there was no 
direction from the Ministry of Energy at that time to say 
Ehisnasethepdirecttonsthat#you Should *be*™ looking at 


My question was: you know, was there some 
direction the Minister of Energy at that time to tell you 
to go in it. Now, you see we come in with a further 
Study in that, you know, and saying, well, this will show 
us that we do not need another nuclear plant. You can 
see it heading that way, you know, and I am like Mr. 
Ashe, you know, when it comes to it I hope that we can 
use all four units because that indicates that there is 
jobs in the Province of Ontario. And we all look for 
that, you know. 


The question of the heavy expenditure in this 
particular area can, you know--there is a cost involved 
inebhatacbut dbewasiol coking tat/aiyottkn6w pra legislation 
and is there some direction that we can say yes, if we 
come in with recommendations to the committee this time, 
hopefully that the government will show some energy in 
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this area and give you the go-ahead to go in that area 
then and some directions, whether it be in purchase of 
power or hydraulic resources and conservation. - 


Sh Wiel et Hainietthe Ministry of 
Energy has indicated, Mr. Chairman, that it is interested 
in pursuing a number of those things, such as purchase of 
power. 


I would want to make sure that 
that was a good deal before we gotsintomate 


LS a0 


Mr. eNvicCounel a) wellormerr Haggerty, ‘if we 
were to put in our draft strategy that we should impose 
seasonal time abuse rates, would you want us to go ahead 
if that was not publicly acceptable? 


Well, there are studies and 
reports in the United States just for the time change 
from, what is it, daylight savings time to standard time, 
theregls fassavingskines tasianerythe questron “fs a Fr ethere 
is, I suppose you have got to convince the public in the 
sense of saying yes, this is a good PLOgran. aL sthougnt 
there was a member that had a--was it you that had the 
bill in the House, sir, that said that you want to change 
the time, say, instead of from April the 29th or 
something like that, bring it in the lst of April and 
then extend it another month from October to November or 
something like that. I thought there was a bill *inetne 
House on that. An individual option. 


Mri (€hasemanis IDhranke your aii. Haggerty. 


Mr. Gordon: No more questions BOLrAme, Mr. 
Chairman. 


Mr peChatrniansOnWell Pak thimk “ira 


Campbell--unless there are others I think we can-- 


Mr. Haggerty: We will all pair off with Mr. 
Campbedle ) Howiwild sthatrbe? 


Mr. Chairman: Well, I think there are a 
humber of other questions that members have. What I am 
going to suggest is that we adjourn for 20 minutes, half 
an hour, and the members of the committee can satisfy 
their growling stomachs and we can return to the 
questioning. Twenty minutes, half-past one. Thank you. 


Thescommsites recess ediatmEaliwp yn |} 
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The committee resumed at 13:37 p.m. in 
committee room 2. 


lies 5) 


Tha S++ panty relat esito, thingsiithated wasved 
earlier... Dyamunefermangutoypage ss 27eandiyoushavetsaiatin 
response to my question earlier about the data base that 
some things are happening now, and when you have 
completed phase 2 of DSOS or gone through phase 3 and had 
it approved, that that is the point at which you are 
going to start announcing the expansions of staffing 
arrangements in Hydro on the demand side to go after some 
of the additional data base that you say you need. 


And we have also heard testimony both £rom 
yourselves and from a number of representers that there 
are barriers involved in a number of the demand side 
Options. Im that final, package thati.comes out. of .DSOS, 
Can We, CXpect glo secaa* package —frometiyarowor 
recommendations for any legislative changes you think 
might be useful, any programs related to standards or 
other initiatives the government have to take in order to 
Start seriously maximizing whatever potentials you 
identify on the demand side? 


Are we going to see a package from Hydro of 
recommendations of things that perhaps Hydro cannot do 
that should be done if you have identified an economic 
benefit in terms of cross-benefit analysis of demand side 
Sept ions 4 


MriMeConned sa .tebelieve that wey.just.to 
respond to your first observation that I identified to 
you a three-step process to set the strategy in place 
that is acceptable to the public and the government and 
the legislation; second, we develop the programs which 
requires a number of things to be done; and then, 
thirdly, execute it. And I indicated that the staff 
increases would tend to take place when you get to the 
execution stage. 


So that was just--and the strategy that I 
talked about, I said that that first step we hoped to 
have in place by the end of 1987 and that, however--Mr. 
Palmer can tell you that we are not totally waiting for 
that all to be in place and that we started really a 
couple of years ago in starting some pilot demonstrations 
and SO On<#'S0 dtwisenotetotalig, aresentestit There. 1506 
little overlap between those three-- 


Mae Charkrone Yes, I understand that. 
Mrs McConne dicas:-“i ne onders to, speeds up, the 


process. 
Hedley, perhaps you could add to Ghat ze 


Mer sPelméere Sil wastgoingstovseay;, @énttne 
business of standards, I guess we had not anticipated at 
this point we would be bringing a package in which we 
would be recommending some change in standards or in 
social structure or that kind of thing. 


On the other hand, we do spend significant 
amounts of time on the business of standards and working 
with government and industry and so on, where we perceive 
that an improvement in standards in a particular instance 
would be beneficial as from performance, safety’ and 
efficiency spoints: ofmviiew. = 


So I think I am saying to you at the moment 
we have not anticipated doing that, but I take it there 
are recommendations from the select committee fed back to’ 
us. We have to consider that very seriously. 


MrvoCharltons sWelbp *that (ite tonetoftt He 
things that I want to see happen. I raised this I guess 
three weeks ago when you were making your initial 
presentations that-- 


I do not want to mislead you 
that--the demand/supply option study, its product is the 
basic strategy-- 


Mr CeCrarreonta.yvess 


: =-and the programs follow 
that... SO that the strategy itself does not carry in 
itself all the detailed recommendations for the 
implementation. 
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Mr = Ghar it ont lOhyeii: understand that. Tweets 
want ,TO. ensure, whether? Ishave®to: dofaththrough’the 
recommendations that this committee makes or by 
discussing it here with you, what I want to ensure is 
that in your development of strategy that you are not 
going to preclude a strategy because you do not have the 
power to implement it; that if you identify a strategy 
that looks useful that we will get as legislators a 
package of recommendations about things that we should 
consider doing instead of it just--okay, Hydro, we Hydro 
cannot do this, we will set that one aside and forget 
about it because we do not have the authority to do that 
and nothing ever happens. 
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What I want to be assured of is that when you 
have looked at all the strategies that could cause a 
benefit, that if there is a strategy that needs ta be 
addressed by government, because Hydro does not have the 
authority,to.addresswitpothat we wilbiiget.a package. 
Tnat, is, whatiel swantutovensurer 


Mr. McConnell The answer is yes, if Ontario 
Hydro felt that say mandatory standards should be put 
into place having to do with some specific application 
and it was beyond our authority to do so, by all means, 
we would recommend such action. And this morning we were 
also attempting to communicate that we were dealing with 
a dynamic program. We would not necessarily be 
recommending all such actions at time zero, that this is 
a continuum, and that that could come up from year to 
year, such actions. 


Mr.Palmer: Let me try to illustrate this. _ 
It certainly was well known around our Shop for the last 
10 years that if one really wanted to save energy in the 
residential market, the thing to do was to go out and 
promote cold water detergents, because they are 
effective, and the amount of hot water used for clothes 
washing is very significant. Yet, somehow or other, that 
does not seem appropriate for us to do within the social 
Situation in society in which we live. 


But it is clearly-- 
MseGrier: (Whats is inappropriate? 
Mo ePaimer:3 Wel le iitdorn not quite know. 


Mr. Charlton: You are suggesting,. I GHisk; 
that it is inappropriate for Hydro to do that perhaps. 


MiePalmern aves? 
Mr. Chariton: And I guess what I am asking 


is simply that you have identified a whole range of 
things that you do not think it is appropriate or that 
you do not have the authority to do, that that 
information gets passed along so that we can in fact 
weigh it, and we may decide that it is not appropriate or 
we may decide that it is in the political arena where we 
have to deal in a very real sense with the PUPLLCY a> «= 
our jobs in the next round. 


We have to weigh the advisability obviously 
of all of the things we consider but at least, then, they 
will get considered by somebody who perhaps has the 
authority to make that choice. 
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Mr. Palmer: Let me give another 
illustration, because I think it is significant here. 
Some of you may have heard of the "Smart House” Upstiid 
now. I do not know whether that has been a part of the 
committee's deliberation or not. But we are fascinated 
Dy the. .omart.. House" /ideaw™ Ips being developed by the 
National Homebuilders Association in the U.S. and it 
offers a number of factors, but.three.of them are of 
intense interest to us. 


Number one, it promises to reduce the cost of 
bringing all kinds of wired services to an individual 
house... .That is,one.of the promises: .<It. promises to 
increase the safety of the use of electricity within the 
home very significantly and it promises a whole’ new 
generation of appliances that are Significantly more 
efficient than the ones on the market now, because the 
technology or their use will be quite different. 


Let mes isayiety Spromisesiy OWt thas not 
delivered yet, but there are enormous sums of money being 
spent. And very recently we decided and we had an 
opportunity to have just kind of a close eye torthis 
thing. We had an opportunity to be on the advisory 
council of the American group, which involves other 
utilities and many other stakeholders. 
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But even if 50% of this potential develops 
over thesnext<15.0r.20.years sit ¢gwillerevolutioni ze athe 
manner in which electricity is used. So there are those 
kinds of things to think about as well as what we are 
BOING Tow. 


Mr. Snelson: We have given you a document on 
the standards, and there is an appendix to-- 


Mr. Charlton: Yes, you mentioned:that this 
morning. 


Mr. Snelson: --and it does at the back have 
some suggestions of areas where standards could be 
written or graded. .They probably will not go as far as 
you would like them to go. 


Mee one fl eons Lwndernstand that... and. vou 
mentioned that this morning, and I will have a look at 
that when I have a chance. But I guess what I was 
getting at now was, in addition to standards in a 
development of strategies, you may see strategies that 
yOu, are.not sine ae poss tdonabo-- orn yonsdeanotatecdayoulare 
in a poSition Or yougaressnyfact degai@yanot inva 
position to follow, and that is what I was talking about 


in terms of package. 


bet, UssmOveson «5 GUUseethevonel Vast thing wnat 
I wanted to deal with, and it is more in the way of a 
comment than a question to Hydro, and this is the comment 
that would have gone to Mr. Campbell so I am sure you 
willy trebey .ict Gt osehtm. 


You, Mr. Snelson, raised again in your 
presentation this morning all of the people that made 
presentations to the committee in one way or another and 
commented on some of the things and some of the 
contradictions and some of the disagreements and so on 
and so forth. But I want to take just a moment to point 
out to you one of the things that was raised by’ several 
representers that I think Hydro needs to think threugh in 
terms of how it operates in its relationship with us and 
with the spubmeac: 


The two that I can specifically remember, 
although the comment was made more than twice, were Mr. 
Tory (phon.) and Dr. Robinson when they essentially said 
that when they got the material on phase 1 and in 
discussions with a number of Hydro staff they were very 
pleased and very hopeful. about the new directions that 
they were hearing about. And then when they sat down in 
here and listened to some of the top management of Hydro 
making their early presentations three weeks ago, that 
their skepticism was again raised to a very serious peak. 


And I think that that is something that you 
very seriously need to have a look at in terms of what 
sometimes happens in committees like this one. I think 
their comments about what they found in the first 
instance and the impressions they got left with from the 
initial presentations that were made here are something 
that you need to look very carefully at in terms of how 
you approach this whole idea of public consultation and 
public involvement. a 


dank. vouy, sMewaGhairman : 
Ms Grier: You do not expect a response then? 


Mr Charlton: .iNosyiel tdo “net "expect +him to 


respond; I am just expecting him to pass it along. 


MoerChairman wwitCanel “ast thave “one short 


Supplementary on that question? 


What is the criteria for the public 
participation, for an individual group position to be 
represented) ingaypubiic Consultation? 
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Mravonel son: Srycaniperhaps<réspoénd tevrhat 
as to the programs that we have instituted in the last 
year or so. We had two basically consultation processes 
or three consultation processes going on in the last year 
in addition to some information programs, but I think 
consultation is really where your question is headed. 


We maintain a list of about 120 provincially 
organized groups who have in the past shown interest in 
Ontario Hydro's operations and intervened or consulted 
and asked questions and so on. And our provincial 
interest group consultation program started out by a 
Lecter sto, aldejofsthosergroups) asking! them tovattendvan 
initial meeting at which the general process was outlined 
and the purposes and they were asked to come to another 
meeting if they wished to continue through a consuitation 
process of about five meetings and prepare a brief to us. 
So that is the criteria that was used inmthatwtcager. 
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The other consultation programs, there is a 
regional consultation program, which is organized in the 
regions, two or three meetings in each region. The 
regional staff have drawn up the list of people who are 
invited=to attend, intluding= press we tThese!l included! tocal 
mayors, perhaps the Commissioners of local utilities, 
héeadmasters of the schools, the community leaders, and 
including representatives of environmental groups, you 
know, prominent people from the community who were 
thought to be interested or possibly interested and whose 
opinions could carry some weight. 


SsOathe fobhenaconsultatrionigroupy tthe 
criterion was very easy, and that was the municipal 
utility consultation, and there, each municipality was 
invited to send its chairman and its manager to the 
meetings in the regions. 


Mr. Chairman: So you can anticipate my next 
question and that is that ONGA, as an intervenor at rate 
hearings and so on, were likely invited and declined to 
be a participant? Because here the other day, they said 
they were not a participant. 


Mx, -Snelsomy seltsheard’ themisay chat -arid.*to 
be quite honest I do not know whether they were on that 
original) dusts ofl 2Z0rorsnote 

MaseChanrman aeiMoerAsh et. 

Mr Ashe: Thankiyouw,oMrsiChairman® 


My otirst tpoint, fitiguessA Ts8torMr. Snelson, 
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although I am sure Mr. McConnell will have a response as 
well. It relates particularly to the opening 
presentation response to others, if you will, and I was 
very Surprised to see that you very studiously avoided a 
rather lengthy and significant presentation and dialogue 
that we had the day before yesterday with that same ONGA, 
the Ontario Natural Gas Association. 


They made quite a few statements, quite a few 
allegations, quite a few references in there that I 
thought you would take some umbrage with. But either you 
fully agree with what they said or you dismissed their 
relevance or you just forgot. And there were a lot of 
points particularly to do with, well, forecast 
uncertainty, pricing incentives, financial soundness, of 
course the systems expansion process and the fact that it 
is excluded by the Minister's letter to the OEB, the 
whole supply question, the references. 


And if you will recall, there was a fair bit 
of dialogue that involved me to do with the fact--the 
coal fire generation and exports, putting the 
connotation, and you can maybe clarify this for the 
record and my purposes that there is no nuclear energy, 
nuclear-generated energy, that is used for exports. 


Now, I appreciate that you do not sell it in 
the context of the price, but the implication was, ‘it “you 
had a nuclear station fully going but then you made a 
sale, an export sale, that you shut that down and started 
up a coal-fired station, because that what you sell is 
only coal-fired generated exports. And there is no 
evidence in statistics to back it Up ate abouc SSA 5esor 
something like that that was Supposedly generated by coal 
fired. 


My understanding was that is not necessarily 
SO. In a peak situation, obviously that is what you have 
already fired up any way, but it is more for Pricing. 
You are not going to sell your cheapest generation. 
Obviously you are going to sell it at the higher priced 
generation and obviously and hopefully if it is mutually 
attractive you both make a buck out of it. 


And last but not least on the same issue, and 
this reference I think was referred--I do not think ae 
was an HR14, but I think the reference was made that 
during representations to the OEB rate hearings last year 
in the dialogue that, quote: "There would be no excess 
nuclear power, nuclear generated power, available for 
export before 1994." And that, just chinking-of ithe 
timing, just does not add up. 


I do not know what the significance is of 
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1994. Under the current schedule, 1992 is the last unit 
of Darlington coming onstream, and we have got the last 
of Pickering on the grid and the last of Bruce Bay. on the 
grid, and one, two and three and four all on the onic 
before 1994. Still with supposedly growth rate--but that 
one, I could not challenge it because you made a specific 
quote and it was there. And so May Des ¢/Ous conl derctaristy 
ChAc. Coo.. 
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In other words, he was saying that you said 
last year at rate hearing--and I say you, I forget who it 
was--that there was no excess nuclear-generated power 
available for export till 1994. And if you want to Satry 
that step further, that is kind of in conflict with all 
of the charts that we had that showed somewhere in that 
area or beyond our supply/demand lines were going to | 
cross. I say "or beyond" because that is the whole issue. 
of the low, the mid-range and the high growth factor. 
So I left you with a few there. 


Mr.onelson:.:. Can,.I .respond,: first, of all;:-to 
why certain things were excluded from presentation nine? 
And we very clearly said here that we were trying to keep 
this document to the point, to the point of the matters 
that were relevant to the Demand/Supply Options Study. 
All sorts of people have come here and spoken about 
broader policy issues or rate issues or other matters 
that go far beyong the Demand/Supply Options Study, and 
it is sufficient here to try and respond to the points 
that were relevant. We certainly could not have, in the 
time available, responded to all the other points as 
well. 


We did not completely exclude the Natural Gas 
people. They did make some relevant points. We thought 
it was quite relevant that they thought that as a gas 
utility, that all they had to do to encourage 
conservation was to put in bill stuffers, bill stuffers 
and a bit of anftormat non. and advertising, and that was 
all they needed to do. . And Intnink that at isi a relevant 
question to consider if that is good enough for the gas 
company, why is it not good enough for the electricity 
company or vice-versa? ‘ 


Lf tne elect ricitvccompanyvsrshovdd. be 
investing money in incentives for conservation, then why 
Should not the gas industry? I mean, what is good for 
the goose is good for the gander. 


Mr. Ashe: I think I asked them that 
question, if you will recall, about-- 
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Mr > =Snéetson: “Yes, I -belzreve "you “didiorAkss 
in the presentation was another comment they made, which 
they danced around very carefully, but the possible 
market? distortions that “youcan get af thevelectricity 
company is paying incentives for electrically heated, for 
instance, to be brought up in standard; that makes an 
electrically heated house cheaper and increases the 
Marketr share. And I think you asked that "question too, 
Mr. Ashe, and they gave you the answer that you had to 
look at the broader question and all the energy 
fuels-—and alil-the ‘orher“ fuels had? to. be. broughti into the 
equation. 


We thought those comments were very relevant 
to the matters that you are discussing as a committee and 
that is why we included them in this presentation.~ The 
broader matters we decided to exclude at this time for 
want of time. 


Mr. Ashe: Well, I think the reference is to 
HR14 and the export issue and the 1994 are all relevant 
to the question of future load growth and how you are 
going, Lowiurl it orreutmdown’ demandiethink “ald those 
three! are’ notegrrelevante tay that question 


Mee Snelson im responding to the HRI4 
reference, really one would have to go back and look at 
the Pulietransenaptwand TookVat the rcontexto and: see 
whether the comment related to the surplus before the 
exports that were expected to occur, whether there was a 
Surplus above expected exports of whether it was not. 
There are various ways that it could be, and quite 
honestly, we have been working till 10 and 11 o'clock at 
night never mind-- 


Mire Ashe vse issthatealt?""I gave you. credit 
foruworking Valipnight vast engine © 


Mr. Palmer: We are efficient. 
Mir “McConne Fry some 'offus “did. 


Maes inerer Pie iemroht addato Ken's remarks. 

I have been a witness for several years at the Ontario 
Energy Board, and it seems to me that ONGA, who have 
intervened, have generally been on the theme in this 
connection that Ontario Hydro should sell its surplus in 
expovey—that1s; Pri’ rt “nas “surplus capacity. tis same sett 
should sell it, and that would be better off for Ontario 
than attempting to sell more within the province, that 
is, increase the sale of energy within the province. 


So on the whole, their cross-examination 
tended to try tovestabiish poines Gigthatekind. 
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Mrs Ashe: mi eaosmoterecal 1. them eevying? tc 
make that particular point in that fashion the other day, 
unless somebody else's recollection is different from 
mine. 
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Mr McConnell: Perhaps I could’ add just a 
few conceptual observations with regard to the issue of 
export, that the commitments of generation eapacaity that 
have been made up till now have been committed to meet 
Ontario needs. However, that if one has installations to 
meet Ontario needs, that the power that is needed is not 
a uniform top peak all of the time, and so this means 
that from hour to hour and week to week that there are 
opportunities for us to lower the cost to our customers 
by exporting’: 


So that all of the utilities are buying and 
selling power from hour to hour. And, for example, you 
appreciate that if we have some low cost energy that was 
not needed, say, on a Saturday night or a Sunday or in 
the summer time or on a statutory holiday or any other 
time and another utility had a higher cost unit running, 
that we would offer that energy for sale and they would 
buy it because it would save them money too. And 
generally those transactions are made on a split savings 
basis: 50% goes to the buyer and 50% to the seller. And 
that we would expect small amounts of nuclear energy. "to 
be available for such sales over the coming years. 


Wes Commotmexpect tnatw teusecoung= toube 
large. Our sales opportunities will continue to be more 
related to fossil-fired plant, but in principle there is 
nothing that would prevent us from wanting to’lower our 
customers' costs. We would certainly sell economy 
nuclear a small part of the year. And there will be 
occasions like that before 1994. 


Mie oeie = SOM natercharit vesmthat asses «tf 
think the other part that is somewhat at conflict the way 
it was presented. We are talking again about acid gas 
emissions, talking about promoting exports wherever 
financially attractive, and I do not think anybody 
disputed that, even ONGA, in a financial sense. But they 
were saying those two things were at cross purposes, 
because the only thing you are selling by your own 
testimony is coal-fired generation, and that even if you 
carried the assumption further--and let me use a 
very--and I realize it does not work this way--but a 
Simplistic example. 


You shave “got! Unit Slat ‘Pickering tat'es40 
megawatts. You only need 300 megawatts today for your 
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own grid purposes, and you have an opportunity to sell 
200 megawatts, but you have got Unit 5 down to 300 
megawatts and fired up a coal-fired station so you: can 
sell 200-- 


Mir Sne Ys ones No- 


MoeMAshe<tadl Vnealizerthatjyobumiigoan teliayou 
that that was the implication and in fact your own 
testimony, and coming at it from two different ways, 
really said the same thing. 


MresSnelson: S€an ti¢gqiverivout just a comment 
there to show you how complex some of these things’ are? 


Me. Ashe: I know. I told®yvou it. was noc 
that Simplistic. I am somewhat familiar with that work. 


Mr. Snelson: We have new nuclear units 
coming on line, and it may be that because we have a new 
nuclear unit coming on line that we can in fact make an 
export that we otherwise could not make. We do not tell 
the Americans that. What we tell them is that we have 
got a new unit coming on line. That allows” us to supply 
some Ontario load from that new nuclear unit and get the 
benefit of that, and that makes some coal-fired plant 
Surplus for sale. * ) 


If we tell the Americans that, we get a 
better price because we are selling coal and we are not 
selling nuclear. So you cannot really tell where these 
things come from, but--you know what is on the basket-- 


Mri Ashe aiiiunderstand’allptharee Asma 
matter jot yfact,( il tgave that explanation to®*back ttGup} 
but I just want to make sure that the record clarifies 
that issue pace. it did®come up. 


Mr. Chariton: 'But that rai’ses° another 
question, though. What you tell the Americans is one 
thing. What do you tell Energy, Mines and Resources 
Canada? 
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Mr. McConnell: Basically what you are 
tellin githes Ameri canssdis- tuueliiitThattierfact walk Rereayon 
have got a new nuclear unit coming on line and you are 
going: totmun te andi vou! arergoing to imunginenertie 
benefit of your own customers because it is a lower 
priced power, that will in fact make some coal-fired 
plant available to generate electricity and sell to the 


United States. 


Mr, sChar bhonsiathat"iswright’ | Sosthe point 
that was being made is correct, then, that the export is 
inevitably going to be coal. There are going to be some 
exceptions, as Mr. Ashe has said and as you have said. 
If you have got none of your coal base in operation 
because it is a low day and you are running your nuclear 
plant and you do not need it all, then you are going to 
sell whatever you can of your excess. 


The figures that Energy, Mines and Resources 
use show that of your exports, 96.4% of them are coal 
based. 


Messe Palmer:e+That-is’probabiy~ nor“ too far 
ODS ag! gam not cinto tthvs’ Ss but tchexve certainly are Hours 
in the summer in particular and in the spring endatalt 
where we do have nuclear plant at the margin and there is 
extra kilowatt-hours to be generated from nuclear-- 


Mr. Charlton: Again the figures here show 
about 2.5% 


Mr oMcConneyy: 2oWellipaMn iAshe sr think (that 
if in fact the evidence that we gave you was misleading, 
lt 1S .<certaimiysimpontant that. we ErYs CO, COrrecra thats 


Mos Ashe 1SENoecanything=yourgave ais. wert 1s 
one of those issues where they picked out something from 
HR14, they picked out something from last year's 
testimony to the Ontario Energy Board and put the two 
together and therefore said it is in conflict with what 
you are saying about acid gas emissions and surplus and 
shontages.s sYou cdidicnot [tell us invthe“sense of testimony 
to this committee. 


Mr. McConnell: I have just been advised 
that the document that we left with the Ontario Energy 
Board did in fact identify nuclear export. 


MueeCharitonés .Can I+ paisesoneslast 
Supplementary question on this question of export and 
goal? You seem to agree that about 96% of your exports 
are from coal plants, and we have had this discussion 
this morning about the new regulation and about the 
impact of the new regulation. 


TO swhat. extent. in yoursexport\pricing- are, you 
takingsintoeaccountetnestectethatwl tals expDOnty epiat fase 
is acid gas emissions and that you have got a regulation 
to meet? How much of the cost of the-.new regulation are 
you prepared to recover from export? 
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Mr. McConnell: We take that into account in 


two definitive respects: first of all, we would not 
export if in fact that was going to push us over the 
limit of what we are permitted to emit; secondly, that we 
take into account, after some extensive studiés;®*what is 
estimated to be the adverse effect on the environment. 

We translate that environmental impact into a dollar 
value. And when we file for an application to export 
electricity, we have to submit to the National Energy 
Board evidence that shows what that environmental impact 
1S. 


So that in fact we end up in the end Saying 
this is in fact a good deal for our customers in terms of 
the rates and that we have also taken into account any 
environmental degradation that is associated with that 
incremental acid gas emission even though it was below 
the emission limit to which we have to work. So there is. 
a trade-off. ; 


Mr. Chariton: All right. The question is, 
do you charge the customer? We have talked here about 
Tie additional costs -of meeting the regulation if 
Darlington is finished, and we have also talked about the 
additional cost of meeting the regulation if we were to 
cancel Units 3 and 4 and all the rest of that, and the 
implication has been that that total cost US: ‘GOunNg eo vbe 
borne by the Ontario ratepayer, that we are seeing a 
Significant export of full-fired generation here. To 
what extent is some of that additional cost being picked 
up by the foreign customer? 
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In addition to the costs that 
Mr. McConnell has just identified, as part of the 
justification before the National Energy board, we have 
to show that we recover all of the costs to the 
Canadians. And any incremental cost for acid gas control 
will be factored into the Pracelofethe exports. 


: Yes, I understand that. Mr. 
McConnell ssidethat . 


I was not talking about the 
SOG1alLSCOSL~LS; 4 lawas talking about the costs for the 
physical part of the program. 


Mie CharltoprowAll: nights uSo they are both 


in there? 


Mr. Marriage: Both in there. 
Mire Charlton What tam asking-is,.you,have 
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presented us today with the additional cost to Ontarians 
of the new regulation and the additional cost to 
Ontarians of cancelling Units 3 and 4. I want to xnow 
HOW much OL 'thatiivs realy goingiito ‘end up coming out*of 
Ontarians pockets and how much of that is going to end up 
coming out of somebody else's pocket. 


Mor McConnels :aasTrodtqistangexport strat 
Ontario makes to the United States, the revenue that we 
get minus the cost that we experience in producing that 
electricity is fed back to our customers in reduced 
rates, the whole amount and it is far in excess of the 
estimated penalties that our customers are receiving 
because they Sreceiverthesimpact of that: aéid rain. And 
so that the customers' rates are lowered because of the 
revenues that we get. . 


MretGhativonresAliallamitryingseonget tat, 
Gough's (vs--—the farquresctdr the tcostifof caricelilvationshat . 
have been presented to us have been presented to us as 
Cost S itorbe? borne by (Ontarians 0 Andicl think Gtteres. clear 
that not allvJof those costs will be bornesbyv Ontarians: 


Mri eSpnelson eo Iathinkewilicantanswer thatwtor 
you, andmthat: westhat they tareicthelicosts ‘that willbe 
borne by Ontarians; they are the costs that are incurred 
because of Ontarian load. If there are additional--if in 
fact in that period there are coal-fired exports, and if 
those--those coal-fired exports, if they exist, will 
generate a need for additional acid gas control measures, 
and the costs of those additional acid gas control 
measures will be additional to the numbers that we have 
estimated and they will be charged to the export 
customers who have caused them. 


So if there are costs to maintain in 
coal-fired exports, and if the coal-fired exports 
actually exist in that timeframe--we are talking post 
1992-93, if we still have coal-fired exports at that 
time, there will be additional costs to control acid gas 
emissions to allow those exports to take place and in the 
Fequlations—= 


Mr. Charlton: That is assuming that you are 
running all tof thevicoalipliantssthat wou chaves putbing 
emission controls on 100% of the time for Ontario load, 
and that you, therefore, to export have to add additional 
COnEEroOlSAtoSplantsyyoularebnet iusingiforsaQntar2zo0 load. 

So we are talking here about the control measures you are 
going to have to take on plants to meet the Ontario load, 
and we know that those goal-fired plants that you are 
going to retrofit are®™not going to runsall day every day 
365 days a year to meet the Ontario load. 
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Some of those days that you can run those 
plants after you put the emission controls in, you are 
going to be running them for export, not for Ontario 
load. 


Mr. Snelson: If we run them for export, they 
will produce acid gas emissions, but, as I said before, 
even a scrubbed plant produces acid gas emissions and 
there will be additional costs for acid gas emission 
control because of those additional acid gas emissions, 
which would--to prevent-- 


Well, answer this question for 
me. The $15 million a year that was quoted in the 
southwest hearings as the operating costs of the 3 
Scrubbers once you have installed them, the additional 
costs of operating those plants once you have installed 
Scrubbers, that $15 million a year, is that based on a 
full year's operation or is it based on your calculations: 
of some part of year's operation? 
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Mr. Snelson: Some of the costs do not depend 
on how much you operate the plant. The staff that is 
required to operate it... 


Mr Chariton: The t5omillion®¢were quoted as 
operating ‘costs, though. 


Mrs =Sneisen: eaves, obutewhat Ioam getting is, 
operating costs have some components that-- 


Mr. Chariton: mSomenmerxed components, you are 
right. Yes; il understand that . 


sesctativand, things *lake*thateor 
other variable components, when, for instance, limestone 
or something like that is required to inject into the 
concrete, and that will depend on how much we operate the 
Dal art 


Mo Cnariton: Gwe, what Tf am trying to get 
at, though, is that a total of 15 million’a year-- 


Mr. "Snebkson: snyese 


1 Jqedees, thaterigureo%comeltetyou 
by adding up the fixed costs and the costs of operating 
the; planty.al levear.or <form paste off the year? 


Mr. Marriage: It would be based on the 


assumed capacity factor, which I cannot tell you what it 
was in those calculations. It would not have been 
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assumed that they were running 100% of the time. 


Meio ee al) reoit . YOu have always 


got some down time in every plant, yes. 


Whether it was 40% or 60% of 
the time, it would have included the fixed costs and the 
variable costs. 


Moe erartronssAlinright. = Tnateisewnatel. an 
trying to get at so that we can ultimately understand 
this question of additional costs in Ontario, and I think 
we have to know that in order to determine whether the 
balivontdel lars is-.alle going to ibe“padia by Ontarians or 
not. 

Mr. Snelson: The answer that we are giving 
you here, Mr. Charlton, is that this is our best estimate 
of what will be paid by Ontarians and what will caused 
by the load of people in Ontario and the additional costs 
for exports will be passed on to export customers. 

Mr. Chariton: Well, can you provide ‘us, 
then, as I asked before, just how that billion dollars 
was come up with, what it is made up with and how you 
come up with that $15 million operating cost for the 
scrubbed plant, additional costs? Can you provide us 
with that? Somebody obviously calculated it. 


Mr. Campbell: We will send you that. 


Mr. Gordon: Mr. Chairman, any one of you can 
answerrthis question; “it is not avery difficult one. 


The soft energy path people would look at 
this response that came to us today from three marketing 
programs, and on page 4 at the index at the back where 
you talk about energy conservation street lighting 
retrofit program for Ontario between '82 and '84, the 
approximate cost was $100,000. The objective of course 
was to reduce the electrical energy consumption and KW 
demand for street lighting and to show through example 
that simple replacement of inefficient lights with modern 
efficient lamps works. 


Now, soft energy people would say that that 
kind of program would be really worthwhile if Hydro was 
to have a way of compensating or encouraging the 
ubplitve s throughout Ontariotwithedollarsito'gerwinto a 
program like®this?\ Because’ if you” did that, you would be 
reducrngo thes demand @tor- electricity, *you would *note have 
to fast-build another power station as soon as perhaps 
yous wouldou fF yous didenortsdo*this: 


Now, if we just take that as an example--that 
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is a relatively simple example--I would like to ask you a 
number of questions: number one, whether or not you 
would be. interested inthe, future in, doingsathat,. 412 .other 
words, providing some kind of financial incentive to 
utilities either through the rate that they paid for bulk 
Hydro. from you; <bhatwds themtirst. questa onw 


The second question is: how successful was 
this program? Now, I just have a little interest in 
this, because at one time I was a Commissioner on a Hydro 
utility and I can remember seeing that more efficient 
lights were (put into .a.certain section of Sudburyx 


Mr. Haggerty: No wonder Sudbury was in the 


Mr. Gordon: Well, they are really in the 
light now. But, you know, the interesting thing about it. 
is that this particular section of New Sudbury, which is _ 
a suburb of Sudbury, has had those new lights put in, and 
that has been maybe six or seven years, and since that 
time the remainder of the streets are still using the old 
type of bulbs which are less efficient and years have 
gone by. . And every time.I.go for»auwalkel always say to 
my wife that I cannot understand why we do not have more 
of this special lighting which makes the community much 
safer, there are fewer breakins, so forth and so on. 


decir 


Now, I know that--Hedley is smiling away 
there, so I know he has got a good answer for me on 
humber two. I welcome the answer, but I just wonder, you 
know, how successful is the program? What happened with 
it? How many utilities took part in it? And the first 
question, which was basically are you willing to put your 
money where your conservational mouth is sort of thing. 
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Mr. Chairman: A knuckleball, Mr. Palmer, and 
tae Seki ndwos sanging. Out hese: 


Mr. Palmer: Yes. I cannot answer any of 
those questions. 

Mm SCOrcon: pala pnomases youst huss s not a 
trick question,» Ileassurne vou, 


: Mr. Palmer: As to numbers, I cannot answer 
any, of those questions,....J»willatedd youl thats if iwexwere 
to ante up the money to encourage the program to move 
along faster, we would in turn charge it to the cost of 
Supplying power to the municipalities, so it would be 
distributed back to them probably disproportionately to 
those who took up, that. incentive. 
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Mr..-Gordon: "So you are.isaying sthere’ dseno 
free lunch. a 


Mr esPalnen-swhhere.d Sno <freeehunchiaciRutwat 
is, eneexcel lent program, and in -a very general way I do 
know that street lights are being replaced. Again, it is 
a matter of local budget, and the municipality who 
ultimately pays, not the utility but the municapality, 
will only allocate so many funds in a given Yeor Lor 
replacement. 


Mr. Gordon: So the Hedley soft energy people 
would say that by your putting up some kind of incentive, 
some dollars or some kind of break, to those utilitses, 
you would be saving in the long run, not just because you 
would be doing it with this one program but you would be 
doing it in many programs, that you would be saving 
yourself millions and millions of dollars down the road. 


Mr. Hagsoerty: «Would: they, bey .2 

Mr. Gordonsas Well,. that» is, what Li wantsto 
know. I mean, see, the soft energy people come in here 
and they advance this point of view and create the doubt 
that you are really interested in conservation. So I 
want you to give me an answer that either refutes that or 
shows that perhaps you have to go back and do a little 
more work in conservation. 


Mr. Chairman, AMPCO sends its 
regards, by the way. 


Mr Gordon. s0n, Fyves. 
Mr. Chairman: We were wondering, Mr. 


Campbell, the way you went at those sandwiches whether or 
not AMPCO, because the rates were going up, could not 
afford’ tomgteedeyous, 


Mr = Campbe llks VOusgote: tr 
Mr. Cordon:.+.You,cannot «be -bought. 


Mrs, sCampbejslsasaMr « Ghateman- =iethinkrbitam 
happy to say that we may well end up doing that. We may 


well end up giving financial incentives for people to use 
moresefficient.«lighting, sand.w.gquesssthat isHonewofehe 
options we are looking in the Demand/Supply study. 


Mr. “GOrdOD Gee; Brian lett. so syvouswant 
boldsthateandsbriang Charlton back in “here. 


Mr. MeConned:)aMr.sGordonccs 
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Mr Gordons ao not Meal tO Ln Lerrup, vet 
you want to keep going. Paty 

Mr McConnell. 1. Was GOING lO LTerer You to 
Che'paper numbers] Wit vou have cotethatrin front of 
you. 


Mr Gordon 7" Wel, Ws-am*sure -r“have at here 
somewhere. 


Mr McConue lt: And Iwas going. to rerer you 


to page 55, in which we gave some-- 


Mr. Gordon: I will not question your 
Veracitye 4 

Mr MeConnel i: —-in which we explained this 
morning--we reviewed this morning some of the barriers to 
electrical efficiency. And the fourth barrier down there- 
that was given as an example was called "Customer 
Unawareness of Opportunities." Now, like Hedley, I 
cannot tell you any numbers associated with that 
particular event that you identified, but it was a good 
example. 


And ones thing that is possible” out” there in 
the province is that there is an opportunity to improve 
the efficiency that would be truly "cost effective to do 
so, but the customer is unaware of it. And so that 
reallyvameans ’that;>sf-that-is the-case/=one“of the ways 
of trying to make that happen is through education and 
promotion. And so we identified that as one of the 
things that we may very well intensify in terms of the 
future that was illustrated on page 50. 


Now, then, however, if the customer is aware 
of that opportunity, the customer may lack the capital or 
the customer may desire a short pay-back. And in that 
particular instance, it may well be desirable if there is 
a benefit to the societyvas¥a whole) “and=specifically it 
could well be of benefit to that particular customer, 
that we could then in that particular case be talking 
about an incentive being applied in the form of a loan or 
some other arrangement that would make that happen. And 
so the answer to your question is yes, those kinds of 
things are clearly possibilities that could be 
implemented. I think it has to be tempered with the 
question of it being practical and it being acceptable to 
Ene publve that 1s anvolved. 
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Mr (Charro 2 So lonrqeasere ers not Tlie 
tempered. 


Hos 


MeesGorden: Mr iiChai rman: certainly, you 
know, we heard from people in the States, for example, 
and they made it clear that there were instances or 
examples of where programs were launched in order to save 
electricity and so forth or to get the customers involved 
and so forth, marketing programs, but it did not work. 
And I think you allude to it in some of your 
presentations. 


(Inaudible) 


Exactly, so that is something that we can 
see. But even the very fact I think that you acknowledge 
that there is a place for incentives and Fanancial 
incentives to--in other words, I see that as meaning that 
Hydrowas a utility does acknowledge the fact that by 
getting people to conserve you can see how it is going to. 
mean that you are not going to have to perhaps build uas 
soon in the future. 


Now, I am not saying you are going to change 
your plans about Darlington; I am not talking about 
Darlington. But the very fact that you bring that point 
out, Mr. Campbell, I think illustrates that plans are 
changing. 


For your instruction, Brian, what happened 
was that Tom Campbell indicated that they were looking at 
finanetals2% 


Mr Chariton: 1) have. been updated. 
Me Gorgon? Your got that. 


Mr. Chairman; ol think that 
really Hydro has made some major changes in policy from 
historic patterns in acknowledging that these things are 
Serious loptions to look, we have to look at. It may well 
be lower cost or building new plant or it may be a 
mixture of those two. And very seriously have to do it. 


: > I guess the thing that I am 
aware of and I think something that the public sees too, 
you know, when you get these big supertankers out in the 
ocean and something happens ahead of them 10 miles ahead, 
the supertanker cannot turn around Gy TE cannot. stop, 
They are jJUStmtoosbaa,) angi takes! too much time for all 
efctheicinstmuctions ‘to flow through that whole 
organization. I sometimes think of Hydro as a great big 
supertankertand Are. 


Mr. Haggerty: Sounds like Hydro. 
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Mi Campbell. it hurts. 


Mr GOrcon* .NO7. that. Sshoulc: not Hur: yb 
Meany 12) it Shows vou Now Gift .culu. autaskan ore. 


Mr Cee Ls Ole Sat om) fie ees Hydro... 


Mr. Gordon: --to make changes. But the fact 
that you are moving in a soft path direction, I think is 
something that this committee would like to see. 


Moe McCommely: I do not know whether I will 


be a Hydro employee tomorrow, but I think-- 


Mr. Campbell: Have you got your 90 points. 


Mr. McConnell: --that it is quite clear that 
with a large organization like Hydro that there 2.6 
inertia, as you have said, but in our presentation we 
also pointed out that, you know, in order to bring about 
change, that society has a resistance to change too, and 
We are very sensitive to the views ‘of society. And so 
some of these things that are good things to be done, 
Sometimes you just do not get the public to accept over 
night. And I think as politicians that you are more 
aware CL that than. © ame 


Mr. Charlton: You especially, Jim. 


Ol oe Om OU agree--pay some acceptance 
to some degree? 


Mr. McConnell: I am sorry, I did not get the 


question. 


Monel Dowvou al solagree, Phough, “that 
you influence society's level of acceptance of some 
change? 


Me McConne on, lL iehank Clearly that 
through promotion and through education, that is to say, 
trying to communicate the benefits to the public,, that we 
can influence the public. But I am Saying not instantly; 
that takes time, and so that enters into what the 
Chairman was talking about earlier in his paper about the 
rate at which we can move and that is a paxrt..of, the 
reality OL going torwara. 
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A :. Mr. Chairman.) uth unigsornsthet 
we have to be possibly aware of the public: viewLof the 
future, “And 7 tell you, we have done some studies and we 
will be sharing them with you at some point; they are not 


Neo 


complete yet. But some of the preliminary findings are 
extremely interesting. iimifacecit dis igade@ enews Sere is 
hard to adjust to good’ news sometimes but--if you ask 
people in Canada what they want--I am talking about 
residential consumers now--they want to have the good 
life. 


They want to have the good life. They want 
to have a larger house. From our point of view they want 
to have air conditioning as soon as they can afford. 

They want to have a dishwasher. They want to have a 
microwave. They want to have VCRs. But the interesting 
thing about it, if you do a study across Canada, Ontario 
is the only place in Canada right now where people not 
only want those things, but they expect they are going to 
Getaenemalavery aoptimistic. ai 


They want to have a good life, and they say 
those are the things they want, and they..dosnot want to 
hear about restrictions on that. Now, so while we can do 
our bestyto push efiaciencysand: tomdonthat ) the Signals 
we are getting are that not only the industry is going to 
grow, jobs are going to grow, but when people get those 
jobs and get employed they are going to want to put more 
demand on our system rather than less. 


So we might persuade them to do it more 
efficiently, but they are saying they want to get air 
conditioning as soon as they can get it. They want to 
get dishwashers as soon as they can get it. And in 
Ontario, the likelihood is that the growth we are going 
to have in the next few years is going to enable the 
people to do that. So we have to live with that as well. 
We can try to get them to do it more efficiently, but 
they also want to live what they call a good life and Goad 
help anybody who tries to say they cannot have that. 


Mrs> Gordonveisure oa Welly styous have made a very 
good point, Mr. Campbell, and I think if you or your 
marketing can convince them--"persuade" is a better word, 
because that is what you have to do--persuade them that 
by being involved in energy conservation it is going to 
leave them more dollars in the long run to have the 
Ch s= = 


Mie Canoe eet hate Serionts 


Me Gordon: east o Navevall *thesevother things 
Sn ules VOUl areacoing BtOuwl ni em leanenotm Goring... 


Mes Camppeli’ Thatraasmexace iy true,, and: wher 


they will say is the money they are going to save they 
are going to wspend... 
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Mow Gordon. Onrsoméething that ise colngl ee 
increase consumption, electrical consumption. 


r Glan sePNarsis” Tiugntaneise. Ian Sass 
Saying Ltgispan anterest ing p=: 


Mr. Haggerty: in the market... 


Mr. Campbell: So I guess the important part 
of that is--caution against any way--to think that you 
can legislate the marketplace, the conduct. You can try 
to provide incentives to people but--very clear. 


MrsnCharit onvpiitaedso) dea lsamit by this 
question of we get into determining the shape of the 
load, load shaping. We need to get into shaping some 
CLner Thangs cs wel. 


Ma Haggerty: \e¥ou ‘are’ getting off the Topic. - 


YeeChan wc, Slowild sist Says an 
closing, Mr. Campbell, to you and members of your staff 
and Hydro, a word of appreciation on behalf of the 
committee for your assistance not only throughout the 
hearings but in the preparation for the hearings. If I 
could give perhaps a verbal recommendation to VOU 
think that dung should probably be excluded as a primary 
source of energy from further studies on demand and 
supply. 


Thank you very much. 
I want to say just a word of thank you to the 
members of the committee as well for your indulgence and 


your participation for the past three weeks. It has been 
enjoyable. 


The committee adjourned at 3:54 p.m. 
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